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or more than 200 years, the United States Postal F Service has kept the American people connected by 
mail, delivering to more than 137 million households 
across our great nation six days a week. 

Our work is a proud, time-honored tradition. And, 
though we find ourselves facing a trying time in our 
nation’s history, our resolve is unwavering. We will con- 
tinue t o  deliver America’s mail. 

Through adversity in  the form of unprecedented acts 
of terrorism, the 800,000 men and women of the 
United States Postal Service remain committed t o  
keeping our nation’s fundamental communications 
network delivering. 

We, the United States Postal Service, stand united with 
our employees, with customers, with legislators, with 
the mailing industry and with American businesses. 

We stand united with America in the cause to hold our 
great nation, and our way of life, together. 
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how to read our ANNUAL REPORT 
WELCOME TO OUR WORLD 

nside the pages of this United States 
Postal Service 2001 Annual Report, we I will tell you a story of unity. We’ll 

explain how we at the Postal Service - all 
800,000 of us ~ are focused on developing 
people, improving service, managing costs, 
growing revenue and pursuing reform. And 
we will show you how that focus is helping to 
ensure a more efficient and highly responsive 
Postal Service - one positioned to continue 
fulfilling our mandate of universal service to 
the people of America. 

We’ve worked to make sure this report 
contains the facts that you need to know 
ahout your Postal Service. 

You’ll find our financial highlights below. 
Page 3 contains a summary of the year’s 
business and operational highlights. 
Postmaster General and Chief Executive 
Officer John E. Porter, and Robert E Rider, 
Board of Governors Chairman, have written 
a letter to America on page 4. In it, they 

FINANCIAL HIGH LiG HTS 

talk ahout our efforts to continue our long 
tradition of trust, innovation and service. 
They address o u i  accomplishments and 
challenges and outline our plans for the 
future. The pages that follow contain a thor- 
ough review of our performance through a 

very challenging period. Then page 15 
begins an in-depth discussion of our  
finances. 

Throughout 2001, the Postal Service has 
continued to build on a solid record of 
accomplishment. We kept service at record 
heights, achieved greater levels of efficiency 
and kept pace with the needs of a growing 
nation. Despite the limitations of a legislative 
charter more than three decades old, the 
Postal Service carries almost half of the 
world‘s mail ~ and does this huge job in a 

business-like manner - without operational 
subsidies. 

This is the story of your Postal Service in 
200 1. 



2001 HIGHLIGHTS 
MAKING THE GRADE. We scored high marks 
on Government Executive Muguzinei Federal 
Performance Report, earning.4~ in managing 
for resulrs, financial management and physi- 
cal =sets management. 

GIVING CONSUMERS GREATER CHOICE. Our 
groundbreaking business alliance with FedEx 
provided the air transportation network we 
needed ro meet customer requirements far 
more reliable service and reduced costs. The 
agreement has doubled the market reach of 
Express Mail Next Dafl, and Priority Mail 
Two Daym servicrs. 

PRIORITIZING COMMITMENTS. We restruc- 
tured our organization to bring more focus 
to priorities and the core business. Changes 
in our headquarters and field organization 
are enabling us ro better serve the American 
people by establishing a leaner management 
structure. 

better march equipmenr and staffing to 
workload, improving productivity and 
reducing operating costs. 

CHAMPIONING SMALL AN0 U R G E  BUSINESSES. 
We’re making Priority Mail@ more afford- 
able and offering mailers more options and 
greater value. Experimental Priority Mail 
Presort discounts are measuring the costs of 
mailer presorration to determine if incentives 
would be attractive and beneficial to mailers. 

TAKING PRIDE IN  OUR PERFORMANCE. External 
First-class Mail@ delivery scores, as recorded 
by PricewaterhouseCoopers, showed that 
94% of Firsr-Class Mail destined for next- 
day delivery received overnight service. 

DOING OUR PART. We received seven White 
House “Closing the Circle” awards for envi- 
ronmental achievement, bringing our total to 

37 awards since the recognition began in 
1995. 

IMPROVING OPERATIONS. Technolog upgrades 
that track mail and enhance accountinr and OPENING EYES. As part of our mission to hind - 
timekeeping systems enabled US to provide 
near real-rime mail flow information to large 
mailers and postal operations. Mailers tan on The 
track their mail as i t  flows through our autn- 
mated mailstream. The Posral Service can 

the nation together, we partnered with the 
Dave Thomas Foundation to focus national 

provided a vehicle for highlighting this 
important cause. 

TURNING HEADS. For the second year in a row, 
Fortune Magazine ranked rhe Postal Service 
among the nation’s top 20 employers for 
minorities. 

BUILDING OUR BRANO. Our Pro CyclingTeam, 
led by Lance Armstrong, delivered its third 
consecutive win at the world‘s foremost 
cycling event, the Tour de France. 

DELIVERING FOR OUR NATION. In the wake of 
the September 1 l th  tragedies, we maintained 
normal collection, processing and delivery of 
mail to the people and businesses of America. 

SHAPING OUR FUTURE. At the requesr of Con- 
gress and the Comptroller General of the 
United States, we are developing a compre- 
hensive Transformation Plan to position the 
Postal Service for long-rem success in an 
increasingly dynamic market. The plan 
explores changes possible within our existing 
legislative framework, muderare legislative 
change to increase flexihiligv in key areas, and 
options for long-term, comprehensive 
changes to shape and support the Postal 
Service of the furure. 

UNITED STATES OF AMERICA. 



a letter from the POSTMASTER GENERALICEO and 

To the President, members of Congress, 

postal employees and the American people. 

This is a time unlike any other ~ both for 

the Postal Service and 

for America. It is a 

time that calls for 

strength, courage and 

the determination to 

move ahead. Above 

all, it calls far unity 

Each of us in thr 

Postal Service is 

working IO deliver 

secure, affordable and 

universal mail service 

to the people ofAmerica. That is our job and 

we will continue to do it. 

Yes, we face some challenges. A changing 

economy and rising labor costs have driven up 

our costs while they have reduced our revenue. 

... AND TO THE REPUBLIC.. 
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the CHAIRMAN, BOARD OF GOVERNORS 
At the same time, our fixed costs have 

risen as we expanded to serve more than 1.7 

million new addresses last year. A strong and 

focused response has helped us ro reduce 

expenses, while maintaining consistently 

high service performance. 

operations, marketing and sales activities. 

These changes are also bringing greater efi- 

ciency io our administrative and support 

functions. 

The third is idenrifying aprions for long- 

term comprehensive changes what will define 

and support the role of the Postal Service well 

inro the 21st century. Developmenr of this 

plan has been among our highest priorities. Our combined efforts have resulted in the 

removal of more than $900 million in costs We cannot say ohm enough how proud 

The Postal Service has been a reliable, 

rrusted provider of communications for more 

than two centuries. It is a basic and funda- 

mental servicc provided to the people of 

America by their government. It helps keep 

Americans in touch, and it is the huh of a 

$900 billion mailing industry. We are work- 

ing to keep this critical national asset strong 

and vibrant, today and far inro the future. 

From a business perspective, we are pur- 

suing joint strategies of increasing revenue 

and managing cosrs. To help us accomplish 

these goals, we are completing an organiza- 

tional restructuring that better aligns our 

from out system. We consider that quite an 

accomplishment. 

Looking to the future, we are completing 

a comprehensive transformation plan that 

will help to position the Postal Service for 

continued success in an increasingly dynamic 

market. We are taking a three-step approach 

to this effort. 

The first is the implementation of signif- 

icanr and positive actions to drive eficiency 

and performance within our existing legisla- 

tive framework. The second is seeking mod- 

est legislative change that would bring mod- 

ern management tools to postal operations. 

we are of  the 800,000 men and women of 

the United Stares Postal Service. Through 

unprecedented adversity, including acts of 

rerrorism rhat resulted in thc loss of two ded- 

icated employees, they have continued ro do 

their jobs and proudly upheld the principles 

of universal delivery service. 

We are grareful to every p o d  employee, 

in every city, and in every rown, for under- 

sranding the importance of our work in serv- 

ice to the American people. O n  behalf of rhe 

United Srates Postal Service, we thank them 

for helping us to stand united with the 

nation we serve. 

John E. Patter 
Postmaster General and CEO 

Robert E Rider 
Chairman, Board of Governors 



2001: UNITED WE STAND 

.. .FOR WHICH IT STANDS 

t was the regular, monthly meeting of 
the Board of Governors at the Postal I Service’s Washington, D.C. headquar- 

ters. Through the windows, some who were 
attending the meeting saw a brilliant orange 
flash and dark smoke across che Potomac 
River. It was September 11. A jetliner hijacked 
by terrorists had just struck the Pentagon, fol- 
lowing similar attacks on New Yorks World 
Trade Center. Our nation was at war. 

Through the anxious days that followed, 
the Postal Service continued to do what it 
does best - deliver the mail. The appearance 
of letter carriers making their rounds in vir- 
tually every communiry, both on the day of 
the attacks and over the next week, belped to 
reassure the nation that the fabric of everyday 
life, although damaged, was intact. 
That damage included our Church Street 
Station, located in the shadow of New York‘s 
Twin Towers. Our employees got out safely, 
and the Postal Inspection Service secured the 
mail until delivery arrangements could be 
made for customers in restricted areas of 
New York. 

The temporary suspension of commer- 
cial airline traffic and new security restric- 
tions imposed by the Federal Aviation 
Administration resulted in significant shifts 
of mail from air to surface transportation. 
Our  new alliance with FedEx was invaluable 
in keeping as much mail as possible in the 
air. Despite the changes imposed on our 
operations, we continued to serve the 
American people with high levels of per- 
formancc. 

.. 

Subsequent to the fiscal year, terrorists 
used the mail to attack representatives of our 
government and the media. Tragically, rwo 
Postal Service employees, Joseph Curseen Jr. 
and Thomas Morris J . ,  were among five 
Americans who died as a result of this assault 
on our freedom. The men and women of the 
Postal Service found themselves on the front 
lines of a new kind of war. They became 
quiet heroes simply by doing their jobs and 
keeping the mail moving. 

Meanwhile, we worked to keep the mail 
safe, through a nationwide campaign of edu- 
cation, investigation, prevention and inter- 
vention. Every address in America received a 
postcard with information about how to 
identifj- and what to do with - suspicious 
mail. The Postal Inspection Service, working 
with the FBI and other law enforcement 
agencies, continued investigating all leads. 
The Postal Service and the FBI offered a 

reward of $1  million - augmented by an 
additional $250,000 from direct mailer 
ADVO - for information leading to the 
arrest and conviction of those responsible. 
Personal protective equipment and new oper- 
ational procedures brought added levels of 
protection to our employees. Finally, we pur- 
chased sanitization equipment and services to 
eliminate biological hazards from some mail 
before it enters our processing system. We are 
also exploring detection technologies. 

For over 200 years, the mail bas been a 
welcome and trusted daily presence in every 
home and business in America. We are doing 
everything possible to keep it that way. 

“It is fitting that the U.S. Postal 

Service - which has Served the 

people 01 this nation since the 

dawn of our Republic - wil l  issue 

the United We Stand postage 

stamp. For our primary mission 

has always been to bind the 

nation together.” 
Roben Mer,  Chaman. Unnd Sm M a l  %MCP 

Baad of Gwrrnon 



united we stand with 

he Postal Service's greatest strength is 
the dedication of the men and T women who move America> mail. 

Our commitment to them is second to none. 
From safety co the workplace environment, 
from skill-building to leadership develop- 
ment, we're united with out employees to 
help serve you better. 

And they agree. Every year, we ask each 
career employee how we're doing and how we 
can do better. This year, we experienced one 
of the highest response rates ever. And 
employees are telling us that we're doing a 
good job in creating a workplace environ- 
ment that values inclusion and delivers fair- 
ness. 

OEVELOPING OUR PEOPLE 
Effective leadership is the hallmark of any 
successful organization. Developing our 
future leaders is a job we take seriously. We've 
developed innovative training programs that 
help employees improve skills in their pres- 
ent jobs. We're also helping them prepare to 
meet the challenges of tomorrow - as tech- 
nicians, supervisors, posrmasters and execu- 

EM PLOY E ES 
tives. All of our training emphasizes account- 
ability and integrity Skills ate important, but 
values are at the heart of our brand. 

SAFEGUARDING OUR EMPLOYEES 
Maintaining a safe and secure workplace 
means that our employees can perform ac 
their best for our customers. It's the right 
thing to do. And management compensation 
is tied, in part, to safery performance. This 
encourages them 10 bring the greatest focu  
possible IO safe work practices, safe equip- 
ment and safe facilities. 

The safery of our employees was chal- 
lenged as never before when the mail was 
used as a vehicle for bioterrorist attach. 
Working with the foremost public health 
officials in the nation, the Postal Service 
implemented an aggressive and far-reaching 
program to protect our employees, our cus- 
comers and the mail. Leaders of our employ- 
ee unions and management associations were 
actively involved in our efforts, which 
involved education, prevention, intervention 
and investigation 

M 

. O N E  NATION 



united we stand with CUSTOMERS 

EXFC exterually measures colkctiou box to 
mailbox delivery pe$rmance. EXFC con- 
tinuous& tests apanel of 463 ZIP Code a r e a  

on the basis ofgeographic and volume denri- 
tj from which 90% of First-class volume 
originates and 80% destinates. EXFC is not 
a rystem-wide measurement of all First-class 
Mail p e  formance. 

n 2001, the Postal Service processed and 
delivered over 207 billion pieces of mail I to a delivery network that grew by 

1.7 million new addresses. We accomplished 
this with fewer employees and fewer work 
hours than last year. We managed to cut our 
costs by $900 million while maintaining the 
record service performance and high levels of 
customer satisfaction. 

EARNING YOUR TRUST 
Your trust is important to us. So, we make it 
our business to earn that trust with consistent 
on-time delivery. External First-class Mail 
( M C )  delivery scores, independently record- 
ed by PricewaterhouseCaopers, showed that 
94% of First-class Mail destined far next-day 
delivery received overnight service, maintaining 
record performance for a second straight year. 

Customer satisfaction measurements 
showed that 92% of households surveyed 
maintain a positive view of the Postal Service, 
rating their level of satisfaction as “good,” 
“very good,” or “excellent.” 

ADDING CONVENIENCE WITH SHIPPING TOOLS 
The Shipping Center at www.usps.com 
enables customers to print Priority Mail with 
Delivery Confirmation shipping labels right 
from their home or office computer. 

Customers can choose from domestic and 
international shipping options for speed, 
economy and value, order shipping supplies 
and, using Web Tools, find the best ways ro 
ship efficiently. 

MAKING MOVING EASIER 
We didn’t overlook the individual mailer, 
either. We’ve made moving easier for the 40 
million Americans who change residences 
each year with Internet Change-of-Address 
(ICOA) service. Customers can complete 
and submit their change-of-address form 
online. ICOA is an enhancement to the 
MoversNeil’M site on www.usps.com, which 
allowed customers to print, complete and 
submit the form to a Post Offkc. The 
enhancement reduces the costs of manually 
processing these forms and improves address 
quality. Net result! Better service. 

BREAKING DOWN BARRIERS 
We translated into Spanish and Chinese the 
top 10 forms most commonly used by our 
customers such as Certified Mail, Insured 
Mail and Money Orders. The change will 
help reduce long lines and increase business 
among minorities. 

... UNDER GOD ... 



united we stand with LEGISLATORS 
t the request of Congress and the 
Comptroller General, we are prepar- A ng a comprehensive transformation 

plan - to help shape the future of the Postal 
Service. 

BLUEPRINT FOR OUR FUTURE 
The plan will identify actions to help us 
manage more effectively and better serve the 
nation. It will also look ar potential moderate 
legislative changes IO provide us with better 
rods to meet Ihe needs of our customers. 
And it will identify the long-term, compre- 
hensive changes that will define and support 
the role of the Postal Service well into the 
21sr century. 

To help guide the plan’s creation, we have 
asked for input from our primary stakehold- 
ers - Congress, mailers, the Postal Rate 
Commission, and our employee unions and 
management associations. Moreover, we 
requested input via Federal Register notice. 

We have also issued An Outline f i r  
Dirnurion; Conceptsfor Postal Transformation. 
It takes a fresh look at our  options, challenges 
and opportunities, helping stakeholders to 
offer well-informed input. It’s pasted on our 
website, www.usps.com/straregicdirection. 
We expect to issue the plan in March 2002. 

LEGISLATIVE ACTIVITY 
The 106th Congress pased the 2001 
Treasury/Postd Appropriarions bill. It provid- 
ed $96 million to reimburse the Postal Servicc 

Fund for free and reduced-rate mail. Ofthat, 
$67 million provides free mail for the blind 
and overseas voters. The bill reduced federal 
and postal employee retirement contributions 
by 0.4% and allows them to contribute an 
additional 1% annually IO the Thrift Savings 
Plan, with a maximum of 10% for Civil 
Service Retirement System employees and 
15% for Federal Employees Retirement 
System employees. 

The Congress passed and the President 
signed the 2002 appropriations to fund 
free and reduced-rare mail. The Treasury, 
Postal Service and General Government 
Appropriations Act, Public Law 107-67, 
provides $76.6 million funding for this mail, 
with approximately $47.6 million deferred 
until October 1, 2002. It provides for con- 
tinued free mail for the blind and overseas 
voters. 

The Act extends the Breast Cancer 
Research stamp through 2003; requites the 
issuance of a semipostal stamp (a stamp used 
to raise funds in support of a designated 
cause or charity) in 2002 to aid families of 
emergency relief workers killed or perma- 
nently disabled while on duty as a result of 
the Seprember 11 terrorist attacks against our 
nation; requires the issuance of a semipostal 
Srdmp to help fund programs against domes- 
tic violence; and continues air transpartarion 
of baby chicks as mail. 

... IN OlVlSl B LE. .. 



united we stand with TH E MAI LI NG I N D USTRY 
he mailing industry is vital to our 
nation’s infrastructure. This roughly T $900 billion industry - which 

employs nine million people and accounts 
for 8% of rhe gross domestic product - 
is constantly being reshaped by an ever- 
changing marketplace. 

To enhance the value of the mail as a pri- 
mary communications tool, rhe Postal 
Service and leaders in the mailing industry 
jointly brought together an executive-level 
group that would provide recommendations 
for a course of action to enhance the mailing 
industry’s ability to compete and thrive in 
the future. 

MAILING INOUSTRY TASK FORCE 
Deputy Postmaster General John Nolan and 
Pitney Bowes Chairman and CEO Michael 
Critelli co-chaired the Mailing Industry Task 
Force - a committee brought together to 
assess the current role and value of hard copy 
mail in business and consumer communia- 
rions, evaluate the competitive environmenr 
afFecting the industry’s furure and idenrify 
opportuniries for future growth. 

The Mailing Industry Task Force devel- 
oped eight key recommendations. Among its 

suggestions is the creation of “intelligent mail” 
wherein a unique, digital stamp for each piece 
of mail would make it possible to rradt and 
trace mail. The results would be improved 
processing and delivery performance as well as 
added security 

Other recommendations include devel- 
opmenr of enhanced consumer services, 
more efficienr payment systems and alterna- 
tive credit rerms, mail preparation standardi- 
zation, network optimization, a competitive 
pricing strategy, improved address quality 
and creation of an indusrry council. 

The recommendarions support strategic 
imperatives to respond to customer needs, 
make mail more comperitive and unify the 
industry. The task force’s research demon- 
strated that a nearly one trillion dollar indus- 
cry of postal services and mailing service 
providers has been built around mail and its 
delivery. 

This fact, noted co-chair Critelli, “under- 
scores the role of the mail as an economic 
engine, and the need to ensure its good 
health.” 

The full report of the task force is avail- 
able at www.usps.com. 

... WITH LIBERTY.. . 
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united we stand with 

ttracting new customers - and 
keeping rhem - is a never-ending A challenge for small business owners. 

So when a survey conducted by Millward 
Brown found small business ownets were 
eager for easier, more cost-effective means of 
attracting new cusromers, we knew we could 
help. 

SMALL BUSINESS TOOLS 
We packaged our most soughr-after online 
resources and rucked rhem under one, easily 
accessible umbrella, the Small Business Tools 
web page, available at our website, 
www.usps.com. The Small Business Tools 
suire of services helps small business owners 
gain new cusromers and offers tips and 
strategies to help keep those customers com- 
ing back. 

A Direcr Mail package helps business 
owners create direct mail campaigns that 
deliver a focused message right ro the front 
door of prospective customers. A download- 
able Direcr Mail guide shows them how. Web 
Tools also contains links to mailing services 
such as list brokers and printers, and tem- 
plates of brochures, envelopes and letters. 

NetPosr Mailing Onlinem helps business 
owners design their own printed letters, self- 
mailers, invoices, newsletters and postcards. 
We do the rest, working from the electronic 
file ro print, assemble and mail a completed 
product. 

AMERICAN BUSINESSES 
NetPosr Cardstorem helps small busi- 

ness owners create customized advertising in 
minutes, using an array of designs, fonts and 
colors. Users can incorporate their own 
photo, logo or artwork for a completely cus- 
tomized look. The personalired cards are 
printed and mailed the next business day 

Capturing the attention of prospective 
customers is so much easier with the right 
tools. Whether it's guiding small business 
owners ro prospective cusromers or helping 
them create and mail professional direct mail 
pieces, the Small EusiiessTools suite of serv- 
ices is both cost-effective and efficient. 

OPENING A WINOOW TO OUR OPERATIOMS 
Large business mailers can now rrack their 
mailings in near real-time with Confirm@, 
our new service that uses PLANET CODE@ 
technology to identify the mailer and store 
information about the mailpiece using a 
unique bar code. The encoded data is cap- 
rured when &e mailpiece passes through our 
sorting equipment, then it's transmitted to 
the mailer's computer or our Track and 
Confirm website at www.usps.com. 

Confirm brings mailers one step closer to 
knowing where their mail is at any time. And 
ir  gives our operations managers rhe infor- 
mation they need to isolate and resolve prob- 
lems, helping us to improve service to our 
customers. 

... AND JUSTICE.. . 



united we stand with AMERICA 

3 

t the Postal Service, we have learned 
that if you want to send a mighty A message, you must wield a mighty 

tool. For more than GO years, the Postal 
Service has helped raise awareness of impot- 
tant social causes through the issuance of 
tiny, yet powerful, postage stamps. 

HELPING TO FINO A CUKE 
In 1998, we issued our nation’s first semi- 
postal stamp, the Breast Cancer Research 
stamp. It was created to call attention IO and 
help find a cure for a disease that threatens the 
livrs of hundreds of thousands of women and 
nien each year ~ breast cancer. The net pro- 
ceeds of this stamp above the cost of postage 
are earmarked for research. It’s a Cause we are 
proud to champion. 

Three years of sales have raised a net $22.3 
million in voluntary contributions, with 
about $5.5 million of this amount being 
raised in 2001. Costs recovered to date total 
approximately $650,000. We expect to con- 
tinue this effort since Congress has extended 
the sales period of thr stamps for an addition- 
al two years. 

The Breast Cancer Research stamp is 
valid as postage at the current First-class 
rate. It sells for 40 cents with up to 6 cents 
pet stamp going to designated research 
organizations - the National Institutes of 
Health and the Medical Program of the 
Department of Defense. 

THE LOVING ACT OF ADOPTION 
Each year, we honor a company or organiza- 
tion that uses the mail and works closely with 

postal employees IO increase awareness of an 
important social issue. This year’s honoree, the 
Dave Thomas Foundation for Adoption, was 
recognized for using the Adoption Awareness 
postage stamp to highlight adoption. 

Founded by Wendy’s restaurant owner, 
Dave Thomas, the Foundation’s commitment 
to adoption extends fat beyond the borders of 
everyday business and into the hearts and 
lives of people. With its goal of making adop- 
tion work for children and parents, the foun- 
dation serves as an active voice for more than 
122,000 children who are in the child welfare 
system. Its mission is clear: “Every child will 
have a permanent home and loving family.” 

KNOW MORE AEOUT DIABETES 
Diabetes is the leading cause of blindness, 
amputation, heart attack, stroke and kidney 
failure in both adults and children. It 
accounts for more than $105 billion of annu- 
al US. health care costs. It is a devastating 
disease for which there is no cure. But there 
is hope - through research and awareness. 

We’re doing our part to encourage diabetes 
education and research sponsorship with the 
issuance of the Diabetes Awareness poscage 
scamp. It servs as the focal point of our year- 
long diabetes awareness campaign, established 
with assistance from the Juvenile Diabetes 
Research Foundation International, the 
American Diabetes Association, the National 
Institutes of Health, the Centers for Disease 
Control and Prevention and the American 
Association of Diabetes Educators. Together, 
we’re working to turn hope into reality. 

. . I  FOR ALL. 



the BOARD of GOVERNORS 
I h e  Postal Service Board of  Governors is c o m ~  
posed of 11 individuals, nine 01 them appointed by 
the President of  the United States, with the advice 
and consent 01 the U,S. Senate In lurn, the 
Governors select the Postmaster General and. 
along with the Postmaster General. Select the 
Deputy Postmaster General, both 01 whom also 
serve on the Board 

The Board of  Governors is comparable to the Board 
01 Directors of a publicly owned corporation The 
Board directs and controls the expenditures of the 
Postal Service, loins in long~range planning and 
reviews th8 practices and policies 01 the Postal 
Service Many of these activities are coordinated 
through the various comminees of the Board 

N E 0  R. McWHERTER 
Appointed October 1995, term 
expins December 2002. Member, 
Audit and Finance Committee. 
Former Governor for the State of 
Tennessee and Speaker, Tennessee 
nouse of Repnsentatives, oliicer 
and directoi o l  numerous compa- 
nim iii the hamportation, Iinancial. 
disbibubon, eneigyand health care 
industries. 

ALAN C. KESSLEA 
Appointed November 2000. term 
expires December 2008 
Member, Capital Projects 
Comminee Anorney and entre~ 
preneur, Member. Board of 
Directors of Philadelphia Indus- 
trial Development Corporation, 
Partner. Woll, Block. Schorr and 
Sotis~Cohen, LLP. Chairman. 
Pennsylvania Supreme Court 
Continuino Leoal Education 

ROBERT F. RIOER, 
CHAIRMAN 
Appointed May 1995. term 
expires December 2004 
Member. Strategic Planning 
Committee Chairman and CEO, 
0 A Newton & Son. Trustee, 
University 01 Delaware: Director 
ol numerous companies and 
institutions. 

ERNESTA BALURD 
Appointed November 1991 
term expires December 2005 
Chairman, Audit m d  Finance 
Committee President and 
launder of Ballaid & 
Associates: Board member, 
Ketchikan General Hospital. 
Lifecenter Northwesl and 
Alaska Forest Association 

ElNAR V. OVHRKOPP 
Appointed Nwembei 1993 term 
expires December 2001 Member 
Audit and Finance Comminee 
President of Tecumseh Inter 
national Corporation Regional 
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from the AUDIT and FINANCE COMMITTEE 
Chairman’s letter 

he Audit and Finance Committee 
assisrs the full Board of Governors in T fulfilling its fiduciary requirements. 

The Chairman of the Board of Governors 
selects the members of the Committee for 
each calendar year. This year, the 
Committee, whose members are Governors 
Dyhrkopp, McWherter and I, mer ten times 
in conjunction with the regularly scheduled 
monthly Board meetings. 

In 2001, the Audit and Finance 
Conimitteei responsibilities were expanded 
to include oversight of postal rate case devel- 
opment, cash management and financial per- 
formance. The Committee’s other responsi- 
bilities, on behalf of the Board of Governors, 
include oversight of the financial reporting 
process, the soundness of the internal 
accounting and control practices and the 
integrity of rhe financial staternenis, as well as 
postal rate case development, cash manage- 
ment and overall financial performance. The 
Committee also recommends ro the Board of 

Governors the selection of the independent 
certified public accounting firm responsible 
for the external audit work and oversees com- 
pliance with the terms of the contract. 

During 2001, the Committee focused on 
both market and economic uncertainty. We 
recommended actions to maximize our 
liquidity and cash management flexibility 
and to minimize issuance of new debt. The 
more significant actions taken include a new 
rate case and a capital spending freeze. 

We have reviewed and approved the 
scope of work for the 2001 financial state- 
ment audit. We have met jointly and inde- 
pendently with Ernst 81 Young, LLP, the 
Inspector General, management and the 
General Counsel to discuss the progress of 
the audit. We have ensured independence 
and objectivity in the OIG and external 
audit programs. 

Accordingly, the Committee recom- 
mended, and the Board approved, the fnan- 
cial statements for 2001. 

Ernesta Ballad, 
Chairman, Audit and Finance Committee 
December 3, 2001 
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Service maintained service, reduced costs and 

could have been a 

CONTENTS 
15 
OVERVIEW 

16 - 17 
message from the CHIEF FlNANClAl 
0 F F I C E R 

18 - 31 
MANAGEMENT OlSCUSSlON & 
ANALYSIS 

18 - 19 
OUTLOOK 

20 - 26 
OPERATIONS 

27 - 31 
CAPITAL INVESTMENT and 
FINANCING 

32 
AUDITOR'S report 

33 
statements of OPERATIONS 

34 - 35 
BALANCE sheets 

36 
statements of changes in 
NET CAPITAL DEFICIENCY 

37 
statements of CASH FLOWS 

38 - 44 
NOTES to the FINANCIAL 
STATEMENTS 

45 - 41 
OPERATING STATISTICS 

EMPLOYEES 
POST OFFICES 
DELIVERY POINTS 
MAIL SiAl lSTlCS 

48 - 49 
FINANCIAL HISTORY summary 

50 
The LEADERSHIP of lhe POSTAL 
SERVICE 

51 
GLOSSARY 

52 
MEOAL of FAEEOOM 



a message from the CHIEF FINANCIAL OFFICER 
This has been a year of challenge. It has been 

a year of su-ss. It has been a year of change. 

The Postal Service faced the challenge of 

improving performance above previous lev- 

els. We faced the challenge of expanding to 

serve an ever-growing nation. And we faced 

the significant challenges of a changing 

economy, a cumbersome rate-setting process 

and the aftermath of the September 11 ter- 

rorist attacks. 

eficiency in operations. At the same rime, 

aggressive and successful cost management 

efforts limited out net loss to $1.7 billion, 

down significantly from a figure that could 

have reached $3 billion. 

While the Postal Service raised rates chis 

year, those rates reflected economic assump- 

tions that were developed some two years ear- 

lier, consistent with an extremely lengthy statu- 

tory rate process. However, after we fdcd out 

rate request in early 2000, we were faced with 

a number of unexpected economic events. 

One of these was unusually high infla- 

tionary pressure on labor costs. The 

rate caSe filed in 2000. The race 

proccss itself prevented full implementation 

of new rates before the last quarter of the 

fiscal year. These factors, combined, pro- 

duced the year's loss of $1.7 billion. 

I am pleased to report that the Postal 

Service met there challenges. We delivered 

high levels ofservice. We improved the work- 

place environmcnr. We set new records for 



Managing cosrs and improving service 

have become watchwords in the Postal 

Service, and they exist comfortably side by 

side. Lax year we exrended delivery to 1.7 

million new addresses. We &d that while we 

reduced the number of career employees by 

over 11,500, and saved 23.1 million work 

hours. This drove a productivity gain of 1.3%, 

with allied cost savings of $900 million. At the 

same rime, we achieved record levels of cus- 

tomer satisfacrion and quality service. 

When we recognized thar the economy 

was changing, we put a temporary hold on 

more than 800 capital facility projects 

nationwide. At headquarters, we instituted a 

hiring freeze and reduced programs. Other 

actions were taken in administrative func- 

tions throughour the organization. Without 

these efforts, our net loss for the year could 

have reached $3 billion. 

And we will not stop there. Over the next 

year, we will continue our work to increase 

producrivity and cut expenses. We will take 

$2.2 billion in additional cosrs from our sys- 

rem while we cur 25,000 mote work years. 

Despite these actions, we face 3 loss in 2002 

that will exceed this year's. 

Looking ahead, we filed a rate case co meet 

our needs for additional revenue in 2003. O u r  

proposals incorporate a modest contingency 

provision of 3% of total projected costs for 

2003. This amounr, falling within the accept- 

ed historical range for contingency provisions, 

m u r  serve as a cushion against unforeseen 

events. However, it may not be adequare in 

light of the dramaric events thar have occurred 

since September 11. 

Clearly, the rate-setting mechanisms avail- 

able within our exisring srarutory framework 

fall short of what is needed to provide qualiry, 

secure mail service in an uncertain hrrure. This 

inadequacy, combined with the delay inherenr 

in the rate-making process, will continue ro 

impede our ability io resrore the Postal Service 

ro a position of robust financial health. 

We face a future char has been forever 

changed. We face unprecedenred uncertain- 

ty We face attacks on the mail that seek to 

cripple chis essential conduit of American 

ideas and commerce. But we will stand 

srrong and united against those who would 

stop us from our historic mission of binding 

the nation together. They have underestimac- 

ed the resolve, the capabilities and the dedi- 

cation of our employees. 

We will continue io  do all we can ro pro- 

tecr thc financial health of this grear organi- 

m i o n .  From Maine to Hawaii, from Alaska 

i o  Pucrro Rcco, we will continue to deliver 

fur America. 

ard J. Strasser, Jr. f? ,hief Financial O a c e r  
and Executive Vice Presidenr 
November 9,2001 



MANAGEMENT DISCUSSION & ANALYSIS: OUTLOOK 
001 proved to he a very challenging 
year for the Postal Service. A softening 2 economy and inflationary increases in 

our costs put severe pressures on our finan- 
cial performance. Even our extraordinary 
productivity performance, which limited 
cost growth, was insufficient to offset these 
negative forces. We expect 2002 to be even 
more challenging. There is greater economic 
uncertainty today, and we face the challenges 
of maintaining service and improving pro- 
ductivity in the wake of terrorist attacks that 
use the mail as a delivery mechanism. 

The U.S. economy had entered a reces- 
sion even before the terrorist attacks of 
September. Over and above their human 
cost, these atrocities are causing a significant 
short-term dislocation to the economy, 
adding still more Uncertainty to our view of 
the future. Layoffs and unemployment are 
rising, and much OF the wealth generated by 
the long hull market has disappeared. In 
2002, we are concerned that even if the reces- 
sion is short, stagnation or slow economic 
growth will follow. 

An addirional hazard that primarily 
affects the Postal Service is the continued 
threat from attacks such as those that spread 
anthrax bacteria late in 2001. In response ro 
these threats, we are working to ensure the 
safety and security of the mail. 

Although inflation is moderating as a 
result of a weakening economy, it is uncer- 
tain whether rhe Postal Service will experi- 
ence any substantial benefit. Our labor costs 
have grown very rapidly in recent years, with 
increases in salaries and health benefits out- 
pacing the Employmenr Cost Index (ECI), 
partly as a result of arbitration decisions that 
awarded substantial wage increases to some 
craft employees. This growth has occurred 
despite the reducrions in total work years we 
achieved in each of the past two yean. Health 
benefits expenses have grown at double-digit 
races. With rhree more arhitrarion decisions 
due in the coming year, there is significant 
uncertainty about labor costs. Also a growing 
share of Postal Service expense relates to 
rrtirement benefits that increase with the 
passage of time. 

Because our price for labor is increasing 
faster than inflation, we will not he able to 
meet our goal of keeping rate increases less 
than inflation in the near term. In each of the 

last three rate cases (R94-1, R97-1, and 
R2000-1), the average price increase was less 
than inflation, with a cumulative price 
increase of about 2103, compared to inflation 
of nearly 32%. The proposed rates for the 
R2001-1 filing, however, represent an aver- 
age increase of 8.7%, against an expected 
inflation of less than 4%. 

As volume growth slows, it is difficult IO 

keep rate increases below the rate of inflation 
hecause the revenue earned from that volume 
must nor only cover the cost of those vol- 
umes hut must also cover the costs of a grow- 
ing delivery system. Furthermore, in recent 
years, mail volume growth has not kept pace 
with the economy. 

Every year we deliver to about 1.7 million 
new addresses, as the number of addresses we 
ate obligated to serve continues to grow. 
Neither population growth nor the rate of 
household formation has slowed. New hous- 
ing continues to be built, with new addresses 
that need mail delivery service. As we try to 
cut costs, annual address growth requires rhe 
equivalent of us adding over 3,000 new car- 
rier routes. Operating these routes requires 
hiring more carriers, purchasing new vehicles 
and equipment and building new facilities to 
serve the growing delivery network. 

At the same time that labor costs are ris- 
ing, we face the prospect of slow mail volume 
growth. The diversion of First-class Mail 
and Standard Mail to electronic alternatives 
is gradually diverting volume from the mail 
stream, and we expect this to continue. 
Internet-based bill payment systems are well 
established, and we expect mnre consumets 
to opt for electronic bill payment for at least 
some of their bills. As electronic hill payment 
becomes more popular, it seems likely that 
the number of bills presented to consumers 
electronically will also grow. We expect First- 
Class Mail volume growth to remain slug- 
gish, a result of economic conditions and the 
increasing market share of alternative bill 
presentmenr and paymenr technologies. 

The economic slowdown will affect 
Standard Mail. Most observers see declining 
growth in the ad market in the near furure, 
an effect of generally poor economic condi- 
tions. Since Standard Mail is frequently part 
of a .  multifaceted advertising campaign, 
shrinking advertising budgets will impact 
volume and revenue. In the long term, 



rhe prospects for Standard Mail volume 
growth are favorable. The fact rhar Standard 
Mail is a highly rargetahle medium works in 
its favor, because resources can be used to 
reach a very specific audience, rather than 
having a message broadcast to many unin- 
terested parties. 

The end result of slowing volume growh 
and continuing network expansion i s  a 
declining number of pieces per delivery and 
a cost per delivery rhar rises. To combat this 
growing inequality, we must continue IO 

manage our msrs and use less resources to 

increase producriviry. Over the last two years, 
we have increased our  productivity by 
streamlining our processes and weeding our 
costs. Even so, our accumulated losses are 
growing, and our debr is increasing. In the 
wake of rbe anrhrax attacks, we are assessing 
the need ro invest in new equipment to 
ensure the security of thr mail. The ultimare 
cosr of this investment remains unclear, but 
it could be significant, and unless funded by 
appropriations from Congress, ir compounds 
our problems. 

In rhe face of rhese trends, we have frozen 
capital spending on facilities and orher infra- 
strucrure projects nor relarrd to safety and 
security. This freeze will have negative 
impacrs. We need invesrmenrs in faciliries 
and infrastructure to maintain our nenvork 
and fulfill our obligations ro our customers. 
We need to purchase new equipment and 
buildings to service new addresses, and we 
need ro be able to maintain, repair and 
replace existing infrastructure to continue 
serving our customers. 

Our  challenge is to build our business 
and keep improving productivity through 
control of our costs, while ensuring our 
long-term ability ro continue providing 
high-quality service. This may include nor 
only filing rare cases bur also seeking 
a broader reform of the legirlation rhar 
guides the Postal Service IO give it more 
flexibility in rhe markerplacc and more coil- 
rrol over costs. 

Our discusion in the MD&A reprerents 
our best atinate of the hen& we know 
about, the trm& we anticipare and the 
trends that we think am rpkvant to our 

f i t w e  operations. Howeuo, arcual results 
may be dzffermtfiom our ertimater. 

Volume Growth per Delivery 
Declines.. . 
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In the Last Two Years, We 
Reduced Our Cumulative 
Work Years 
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Financial Review 
The financial bottom line for 2001 is a net 
loss of $1.7 billion. This follows the loss of 
$199 million in 2000. The trend and irs 
implication, though, is clear: our cash flow 
from operations is declining. 

This trend has two componenr parts: firsr, 
a declining growth rate for revenue and vol- 
ume, and second, a trend of increasing labor 
cost per hour. Each of these components is 

Net Cash Provided By Operations 

rate request. This contingency is to cover 
unforeseen events. The total effect of the 
PRC decision was to reduce revenue generar- 
ed by recommended rates and fees by 
approximately $1 billion. Effective July 1, 
the Governors modified the rares recom- 
mended by the Postal Rare Commission, but 
the delay in implementing r a m  reduced rev- 
enue by $400 million. 

The second factor was the economic 
slowdown and competition, which 

s4.000 

2 2,000 

g 3.000 
P 

I - 1,000 
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Cash bvs lmm operations $1.397 $2.539 

discussed in the following sections. The graph 
above shows the result of rhis trend: a decline 
in the net cash provided by operations, This 
caih is crirical to financing our capital expen- 
ditures, those necessary ro substitute capital 
for labor as well as those expendirures we 
need ro make ro maintain universal delivery 
servicr. Declining cash flow makes it harder 
for us to provide rhe infclstriicrure rhar sup- 
ports our universal selvice mandate, as well as 
to increase productivity. Our financing of 
those investmenrs is discussed later in out 
Capital lnvestmenr and Financing section. 

When we prcpared our 2001 financial 
plan in the summer of 2000, we projected 
revenue would increase in 2001 by $4.0 bil- 
lion. We larer reduced it by $630 million, 
rrcognizing the trends rhar emerged at the 
end of 2000. Our  forecast expense then 
exceeded our revenue, and a net loss of $480 
million was projected. The growth in expens- 
es was fueled by an increase in cosr per labor 
hour of almost 6%. It was driven by rising 
Cost of Living Adjusrmenrs (COLA) tied to 
the Consumer Price Index (CPI), higher level 
pay for letrcr carriers, and inflation of 11% 
in health benefits. Several other factors 
occurred after rhis plan was set rhar changed 
the acrual ourcome even more dramatically 

The firsr was rhe Postal Rare 
Commission; (PRC) recommended decision 
ro reduce rhe contingency amount in OUT 

remained volume late in 2000. In early 
2001, based on new forecasts and projected 
costs, we were facing a loss of between $2 
and 3 billion. We immediately acted ro 
reduce expenses and accelerated the work 
year reduction begun in 2000. In addirion, 
we established a headquarters-hiring freeze, 
removed an additional $300 million from 
program budgets and implemented a capital 
spending freeze due ro cash flow concerns. 

The third factor was the terrorist attacks 
of September 11, which dramarically 
reduced mail volume in the last days of rhe 
fiscal year and cur revenue by approximarely 
$200 million. We did accomplish our ohjec- 
rive ofwork hour reductions, a record-serting 
23  million hours below 2000. We controlled 
expense growth in spite of higher labor cosuz, 
higher fuel and utiliry prices and rising 
health benefits costs. Without rhese actions, 
our loss for the year would have been greater. 

Operating Revenue 
In last year’s report we projected a 5% growth 
in revenue for 2001, anticipating the requesr- 
ed rate increase and a forecasr of modest vol- 
ume growth. Howevcr, the entire process for 
rhis rate request - starring wirh preparing 
rhe necessary documentation IO support the 
rare proposals and ending with implemenring 
the new rates - rook two years. During thar 
rime, economic conditions began to change 



for the worse. Revenue grew by only $1.3 bil- 
lion from 2000 to 2001. This was $2.1 billion 
less than we planned. The slowdown io the 
economy and the September 11 attacks 
accounted for $1.5 billion of this difference, 
while $400 million was a result of the Postal 
Rate Commission's recommended decision, 
and $200 million resulted from shortfalls in 
OUI revenue initiatives. 

The changing characteristics of the mail 
also~affects our revenue. Across almost all 

Operating Revenue 

Operating 
Year -~ Revenu-_ 
2001 $65.8 billion 
2000 $64.5 billion 
1999 $62.7 billion 

classes of mail, average weight per piece was 
down in 2001. This trend is most pro- 
nounced in Periodicals, Express Mail@ and 
Parcel Post@. All of these classes declined 
well over 5% in weight per piece since the 
rate change in January 2001. In the case of 
Periodicals Mail, the weight decline is 
largely due to the economic slowdown and 
consequent weakness in the advertising 
marker. For Express Mail and Parcel Post, 

however, the decline is likely due to rate 
increases that hit the higher weight steps 
especially hard, as well as actions by our 
competitors to secure some of the volume 
in the wake of the rate increases. At the 
same time, differences in growth rates 
between classes of mail are changing the 
mail mix. More and more mailers are tak- 
ing advantage of presort and drop-shipping 
discounts, which affect our revenue and 
workload. 

Increase Over Increase Over 
Previous Year Previous Year 
$1.3 billion 2.0% 
$1.8 billion 2.946 
$2.6 billion 4.4% 

~~~~ ~~~~ ~ 

Overall, total mail volume declined by 
420 million pieces, or 0.2% from last year. 
First-ClassMailgrewonly0.1%in2001,the 
lowest growth since the recession of 1991. 
Growth in the presort categories did not off- 
set a 2.7% decline in single piece First-class 
volume. Standard Mail lost 0.1% or 11 9 mil- 
lion pieces this year. Mail continues to move 
into the automation presort from the nonau- 
tomation categories. 
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The Rate of 
Growth of Our 
Revenue Continues 
to Decline. 
For the first lime since 
1991, our mail volume 
declined, jeopardizing our 
abilily to fund our universal 
service mandate. 

~~~ 

First-class Mail 
Standard Mail 
Priority Mail 
Package Setvices 
Periodical Mail 
International Mail 
TOTAL MAIL 

~~ ~ ~~ 

~~ ~ 2001 gnJ 
1.0% 1.7% 
3.4% 5.2% 
1.6% 6.1% 
4.3% 4.6% 
1.6% 2.6% 
4.5% 1.8% 
1.8% 1.7% 

Growth in Revenue and Volume 

REVENUE VOLUME 

~ 

1999 
3.2% 
5.4% 
8.3% 
4.2% 
21 % 
1.6% 
3.2% 

~~ 

~ 

2001 ~ 

0.1% 
-0.1% 
-8.6% 
-3.1% 
-2.8% 
-1.5% 
-0.2% 

~~ -~~ 

2000 
1.6% 
51% 
2.8% 
8.2% 
0.N 
6.7% 
1.6% 

~~~ 

~~~~~~ 

1999 
1.5% 
3.8% 
1.3% 
1.9% 

-0.4% 
9.2% 
1.5% 

~- ~ 

~~ ~ 

Priority Mail volume fell 8.6% rhis year, 
driven primarily by a 15% average price 
increase beginning in January. Priority Mail 
i s  part of the extremely competitive expedit- 
ed package market and is also affected by 
economic conditions. Total Package Services 
declined by 3.1%, although the Parcel Post 
component grew strongly, at 9.4%. Most of 
this growth came from bulk-entry products, 
with some retail Priority Mail moving down 
ro Parcel Post. Also declining rhis year were 
Periodicals, down by 2.8% and International 
Mail by 1.5%. 

In past years, we have presenred forecasts 
for the various classes ofmail in rhis section. 
However, economic and operational uncer- 
tainties as ro the full effect of the terrorist 
atracks precludes char this year. 

Rate-Making Activity 
Until 1971, Congress set posrage rates 
through legislation, and the relationship 
between rhe revenue from those rares and the 
actual cosr of operating the postal system var- 
ied greatly Since 1971, however, the Postal 
Reorganization Act has required the Postal 
Service ro establish postal rates rhar cover the 
costs of operating the postal system. 

The rate-making process is lengthy and 
complicated and begins when managemenr 
determines rhat currenr rares will not he ade- 
quate ro meet our mandate of “covering 
costs” in the future. The Postal Service, with 
approval of the Board of Governors, submits 
a request for a recommended decision on rare 
and fee changes to the Postal Rate 
Commission (PRC), an independenr esrab- 
lishment of rhe executive branch of the gov- 

ernmenr. The submission is accompanied by 
detailed rate proposals supported by exren- 
sive testimony and lengthy documentation. 

The Commission’s proceedings taks up to 
10 months. It holds public hearings, during 
which interested parties such as mailers, 
competitors and consumer representarives 
are authorized to challenge the Postal 
Service’s proposals and submir their own tes- 
timony and proposals. At the conclusion of 
the hearings, rhe Commission sends its rec- 

ommended decision ro the Governors. The 
Governors may approve, reject, allow under 
protest, or, under certain limited circum- 
stance~ after more proceeding, modify the 
Commission’s recommendations. 

Classification and Rate Changes 
In November 2000, the Postal Rare 
Commission (PRC) issued its first 
Recommended Decision for R2000-I, 
reducing many of the rates requested. In the 
opinion of our Governors, the r a m  and fees 
that the PRC recommended would have 
resulted in a revenue shortfall of approxi- 
mately $1 billion. After considering rheir 
srarurory options, the Governors decided to 

allow the PRC recommendarions ro rake 
effecr “under protest” and ro rerum the case 
to the PRC for reconsideration. As a result, 
we implemented the PRCs recommended 
average increase of 4.6% on January 7, 
2001. In its second Recommended 
Decision, the PRC recommended limited 
changes rhat did nor correct the projecred 
revenue shorrfall. Therefore, the Governors 
rejected this Decision and returned the case 
ro rhe PRC for reconsideration once again. 



When the PRCs third Recommended 
Decision did not correct the projected revenue 
shortfall, the Governors chose to "modify" the 
decision. Under the Posral Reorganization 
Act, the Governors must ensure that postal 
revenue is suficient to cover total estimated 
costs. If the PRC recommends rates that are 
insuficienr, the Governors may change or 
"modify" those rates to correa the revenue 
imbalance. Any decision by the Governors to 
modify a I'RC decision must be unanimous. 
This is an unusual step, and for only the sec- 
ond time in 30 years the Governors found it 
necessary to modify a PRC recommended 
decision in an omnibus rate case. We imple- 
mented the modified rate increase of 1.6% on 
July 1, 200 1. 

Following an evaluation of the Postal 
Service's financial position, the Governors 
decided to file a new rate request with the 
PRC in September 2001. The proposed rare 
increase averages 8.7%. In light of the Postal 
Service's current financial requirements, the 
Governors requested char the PRC expedi- 
tiously act on the rate request and return a 

Recommended Decision in less than the 10 
month maximum set by law. 

Expenses 
Compensation and Benefits 
Our personnel compensation and benefits 
costs, including inreresr on deferred retire- 
ment, grew over $1.8 billion or 3.6% over 
2000. This year's growth was due to contrac- 
tual payments and health benefits, even 

though labor use was reduced by over 11,500 
work years. This compares 10 growth of 
4.4% in 2000 and 3.7% in 1999. 

However, labor rates increased by 5.8% 
on a cost per hour basis. Base salaries alone 
increased more than $713 million in 2001. 
Contractual lump-sum payments increased 
by $495 million. Our  health benefits 
expenses were $244 million greater than last 

Growth in Compensation and 
Benefits 

2000 1999 *op1- - ~~~~ ~~ 

3.6% 4 4% 3 ii 

year, driven mainly by premium increases 
per participant in January 2001 of 11% for 
active employees and 9% for annuitants and 
our increasing number of retirees. Due to 
the high cost of prescriprion drugs, advances 
in medical procedures and the aging of the 
American population, we expecr out health 
benefits expense to continue to grow. 

The September 1999 National 
Association of Lcrter Carriers (NALC) arb-  

tration award provided for the upgrade of all 
letter carrier craft employees from their cur- 
rent Grade 5 classification to Grade 6 while 
maintaining the salary differential between 
Grade 5 and 6. The effective dare of the 
upgrade was November 18, 2000, resulting 
in a cost of $267 million. 

Compensation and Benefits Details ($ millions) 
2001 2000 C w e  Percent Change 

~ ~ ~~ ~~ ~~~ ~-~ ~~~ - ~~ ~~~~~ ~~ ~- ~- ~~~ 

C o m p e n sa t i o n $37,924 $3698 $943 2.M 
Retirement 8,885 8,529 356 4.2% 
Health Benefits 2,365 2,235 130 5.8% 
Retirement Health Benefits 858 144 114 15.3% 
Workers Compensation 970 911 59 6.5% 

1,952 1,700 252 14.8% Other 
TOTAL~COMPENSATION AND BENEFIT? $52,954~ ~ S51Iha $la% 3.6% 

'Equals compensation and benefits plus interest on deferred retirement on the Financial Statements. 

~~~~~~ ~~ ~~. ~ . ~~ 



The Workforce Is Decreasing. 

Collective bargaining agreements with 
three of the four major postal unions expired 
in November 2000. Negotiations for new 
agreements were unsuccessful. The Postal 
Service and the American Postal Workers 
Union bypassed the fact finding and media- 
tion phases of the dispute resolution process 
and began arbitration on August 27, 2001. 
The Postal Service and the National Rural 
Letter Carriers Association went through all 
three phases of the dispute resolution process, 
beginning with the fact finding on April 30, 
moving to mediation in June and, finally, arbi- 
tration on July 16,2001. Negotiations cvntin- 
ue with the National Postal Mailhandlers 
Union. And, for the National Association of 
Letter Carriers, whose contract expires in 
November 2001, negotiations are under way. 

Non-bargaining Postal Service employees 
only receive increases in compensation 
through annual merit reviews. Unlike the rest 
of the federal government, these employees 
do not receive automatic salary increases, nor 

1% 

896 

-1% 

-2% - = 6mwth of work years 

do they receive COLAS or localiry pay. 
Additionally, lump-sum payments are made 
from the Pay for Performance program, a 
group incentive program covering over 
84,000 supervisors, managers, postmasters, 
executives and staff throughout the Postal 
Service. To spur greater levels of performance 
in core areas, this incentive program sets 
measurable performance goals for the organ- 
ization and for each organizational unit with- 
in the Postal Service at the beginning of each 
year. Participants in the program earn incen- 
rive credits through performance to these 
goals and as financial performance measures 
indicate that economic value has been added 
to the organization. Each year, employees 
earn incentive credits that are placed in a 
reserve account. One third of the total 
amount is paid, and the remainder is held in 
reserve and is placed “at risk,” pending 
future performance. The objective of this 
approach is to promote continuous improve- 
ment and long-term value creation. 

PI =Consumer Price Index (CPI) 

4 = Cost pet work year 

=Employment Cost Index (ECI) 

. . .But Labor Cost Per Work Year 
Accelerates Faster Than Inflation 



Health Benefits 
Our health benefits expenses were $244 mil- 
lion greater than last year. The cost of retiree 
health benefits now represents 27% of our 
r o d  health benefits costs. 

Retirement Expenses 
Virtually all of our employees participate in 
one of three retirement programs, under the 
auspices of the federal government’s Ofice of 
Personnrl Management (OPM). (Please see 
Note 6 of  the Notes to Financial Statements 
for details.) These three programs are the 
Civil Service Retirement System (CSRS), the 
Dual CSRS/Social Security System (Dual) 
and the Federal Employees Retirement 
System (FERS). Rod1 the CSRS and the 
Dual systems are now closed to new partici- 
pants, and all employees hired since 1983 
participate in FERS. 

Total retirement expense this year was 
$8.9 billion, an increase of $356 million or 
4.2% compared to 2000. This follows 
increases of $428 million in 2000 and $405 
million in 1999. Over $141 million of this 
year’s increase is related to the FERS. 
Approximately $131 million of this yeais 
increase was due to the Cost of Living 
Adjustments (COLA) for annuitants, 
increasing their benefits Lased on the 
Consumer Price Index (CPI) increaxs. 

Workers’ Cornpensatron 
O u t  employees are covered by the Federal 
Employees’ Compensation Act (FECA), 
which is administered by the Department of 
Labor’s Office of Workers’ Compensation 
Programs. This ofice makes all decisions 

regarding eligibility for b e n c h  for injured 
workers. Our  bottom line is directly affected 
every time an employee is injured. 

We record as a liability the present value 
of all the future payments we expect to make 
io those employees receiving workers’ com- 
pensation. At the end of 2001, we estimate 
our total liability for future workers’ com- 
pensation costs at $5,804 million, an 
increase of$244 million or 4.4% over 2000. 
For this year we had planned on workers’ 
compensation costs of $998 million, basing 
our budget on trends that we expected to 
continue. In 2001, we recorded $970 million 
in wvrkers’ compensation expense, compared 
to the $911 million wc recordcd in 2000. 
(See Note 3 of the Notes to Financial 
Statements for details.) 

Productivity 
Productivity is a masure of our efficiency 
WhileTom! Factor Productivity (TFP) growth 
may fluctuate from year to year, over the long 
run, our goal i s  to have positive growth in pro- 
ducriviy During 2001, our TFP iinprovrd by 
1.306 which is equivalent to reducing expens- 
es by nearly $900 million. Our two-yea 
cumulative TFP growth of 3.7% is compara- 
ble to an expense reduction of more than 
$2.5 billion. Not since 1978 have we achieved 
TFP growth of this magnitude. 

Global Bargain 
Pice of 

Australia $0.24 

United States 0.34 
Canada 0.36 
Great Britain 0.38 
France 0.41 
Germany 0.50 
Switzerland 0.54 
Italy 0.55 
Japan 0.65 

~~ ~ ~~~~ F i r M a s s  ~~ Stamp 

Mexico 0.33 



Transportation 
Transportation expenses increased by $347 
million in 2001, driven by increased fuel 
prices and a change in how we report pro- 
cessing and transportation expenses associat- 

Growth in Transportation Expenses 
2001 2000 1999 
7.4% 10.4% 1.4% 

ed wirh the Priority Mail Processing Centers 
(PMPC). In previous years this expense was 
included in the Other category. During the 
year, we terminated our contract with Emery 
Worldwide Airlines for the transportation of 
mail within the PMPC network and the 
operation of the PMPCs. The operations 
were brought in-house, and new trmsporta- 
tion contracts were initiated. 

We made a number of changes that have 
saved money while improving our efficiency. 
Our  Highway Contract Route reviews, 
which made our truck routs more efficient, 
and other efforts lowered our traosporration 
costs by approximately $135 million. 

We think that transportation costs for 
2002 will remain in line with our c o s t s  for 
2001, subject to adjustments required fol- 
lowing the September 11 terrorist attacks. 

~~~ ~ 

Expense Growth in 2002 
M e  expect the cost pressures that made a 
major impact on out 2001 bottom line to 
continue. In 2001, we estimated that our 
total expenses would increase $3.1 billion in 
2002. However, we intend to improve pro- 
ductivity by $900 million, reducing our esti- 
mated expense increase to $2.2 billion. Of 
this moun t ,  $1.8 billion is for growth in 
personnel expenses, and $400 million is for 
non-personnel expenses. 

Aside from pay increases, personnel costs 
will increase due to health benefits and rerire- 
ment funding. O u r  planned reduction of 26 
million work hours in 2002 will mark the 
third year in a row we will have reduced work 
hours compared to the prior year. In the non- 
personnel category, expense growth will he 
due mainly IO increasing depreciation and 
interest expense. 

The trends driving expense growth will 
continue. Therefore, our focus in 2002 will 
be on continuing to manage costs. h the 
chart below shows, our costs, adjusted for 
inflation, have risen more slowly than vol- 
ume over the last five years because of our 
cost control measures. Not only ha volume 
grown 13% cumulatively since 1996, but 
delivery points have increased by 5% as well, 
adding to the workload and cost of delivering 
the increased volume. 

Cumulative Growth in Volume and lM% 

13.3% 131% 14.M Inflation-Adjusted Cost E r 
+ij 1209b 
m w 

lam 
s u I J b  

6.0% 
u 
u s 1.w 
4 

z u k b  
2 

0 

04% 

=Volume 0 =After inflation cost 
2001 eStlmated 



MWA: CAPITAL INVESTMENT and FINANCING 
ur capital investment and financ- 
ing plans are interactive. There are 0 four interlocking components: 

cash, cash flow from operations, capital cash 
outlays, and borrowing. A change in any one 
of the components -uses a change in one or 
more of the others. For example, the amount 
we borrow over time is largely determined 
by the difference between our cash flow 
from operations and our capital cash out- 
lays. Our capital c a h  outlays are the funds 
we invest in the business for such capital 
improvements as facilities, automation 
equipment and information technology. 
During the year, when it became apparent 
that our cash flow from operations was 
going to be significantly less than expected, 
we would have had to significantly increase 
our borrowing to make the capital invest- 
ments we had planned. Instead, we took 
action to reduce our capital plan and cash 
outlays and stay within our borrowing plan. 
This is what led to the freeze on new facili- 
ties commitments. 

The Cash FlowlCapiral Expenditure 
(CAPEX) ratio shows the relationship 
between these main drivers of our debt bal- 
ance. It is computed by dividing cash flow 
from operations by capital cash outlays. 

The graphs to the right illustrate the 
direct relationship between the CAPEX ratio 
and borrowing. Whenever apical spending 
exceeds cash flow, the difference must be 
paid for either by reducing cash on band, 
borrowing or by some combination of the 
two. For example, in 2001, purchases of 
property and equipment of $2.9 billion 
exceeded our cash flow from operations of 
$1.3 billion, so we borrowed the difference 
while increasing our cash on hand at the end 
of the year by $322 million. 

When the Cash FlowlCapital 
Expenditure Ratio Falls Below 100 

Percent, We Cannot Pay For Capital 
With Internally Generated Funds.. . 

106% 

86% 

60% 

40% 

6% 

. . .and Debt Increases 
Proportionally 

su50 Mlli i  

$1.950 m l i i  

$1,450 mSw 

$350 m i h a  

$150 r n i h  

&xl lr&ln - =Change in debt (+/-I 



freeze on all other facilities. We are monitor- 
ing the effects of this f r e e ,  and we will 
make the necessary adjustments to ensure we 

Capital Freeze 
Recognizing a in Our cash "Ow 

from operarions, we significantly reduced the 
capital commitments we had vlanned for 

meet 

Capital Investments 2001 in order to conserve cash and remain 
within our borrowine authorirv. Initiallv. we ,. 
reduced our capital commitkent budget 
from $3.6 billion to $1.6 billion, a total of 
$2 billion, as detailed in the below. 
However, we ended the year with actual cap- 
ital commitments of $1.2 billion as manage- 

All major capital projects, generally defined 
as projects greater than $10 million, require 
authorization by the Board ofGovernors. At 
the beginning of the year there were 56 
Board-approved projects in progress. During 

2001 Capital Investment Plan ($ millions) 

Management Aggressively !!vestment ~~ 

Facilles 
Mail Fmcessing Equipment Cut the Capital Plan By 
Vehicles 
Customer Service Eauitlrnent 

$2 Billion to Conserve 
Cash. Postal Suppati Equipment 

Total Commitments 

menr further tightened the capital invest- 
nienr process. The actual commitments were 
spread across the following categories: 
approximately $450 million for mail process- 
ing equipment, $370 million for facility con- 
struction and building purchases and 
improvements, $220 million for postal sup- 
parr equipment and $1  10 million for retail 
equipment and vehicles. 

We placed a temporary hold on capital 
contract awards, including over 800 facility 
projects nationwide. In addition, we reprior- 
irized all capital projects and issued revised 
2001 capital budgets. We assigned the high- 
est priority to investments related to the safe- 
ty of our employees and customers, legal 
requirements, emergencies and investments 
that produce labor efficiencies. We placed a 

~~~ Original ~ ~ Revised ~~~ ~ Difference 
$1,074 $569 $005) 
1,497 507 (990) 

246 76 070) 
400 (159) 559 

$3.642 $1,601 $(2,041) 

266 49 (217) 

~~ ~~ ~ ~~~~ ~ ~ 

the year, 13 of these projects were completed 
and 11 new projects, totaling slightly over 
$500 million, were authorized. The table on 
page 29 shows the project authorization his- 
toly and thr commitment and capiral cash 
outlays for the 54 Board-authorized projects 
active at the end of the year. While ths fund- 
ing for a project may be authorized in one 
year, the commitment, or contract to pur- 
chase or build the project, may occur over 
several years. In addition. the actual pay- 
ment, or capiral cash outlays, for the project 
may occur over several years. Thus, in the 
table on page 29, the $1.379 billion in capi- 
tal outlays for 2001 represents outlays for 
commitments made in previous years as well 
as commitments made in 2001 for all 54 
projects. 



Status of 54 Active Board-Approved 
Capital Projects 
at end of 2001 ($ millions) 

~ ~~ @$origiaos Commitments* ~~~~~ OuHays' ~~~ 

2001 S 506 $ 593 $1,379 

2000 1,580 1,509 702 

1999 960 1,419 797 

1998 1,014 564 319 

1997 
and earlier 2,435 858 213 

Total $6,495 $4,943 $3,410 

*This table summarizes the Cash Out/ays and 
Commitments made that year for each of the 54 
actie, Board-appmved projects, fegardless of the 
year in which the Board authorized the project, 

~ ~- ~~ ~~ ~ -~ 

Future 
Our capital plan for the future calls for 
aggressive cost management by developing 
and deploying new aurornation and mecha- 
nization equipment that will increase our 
operating efficiency. Under this plan, we 
will make significant investments in pro- 
grams that reduce work hours in our distri- 
bution, processing and delivery operations. 
Additionally, rhere is uncertainty as to the 
cost of the equipment necessary to protect 
the mail and adjust delivery operations in 
response to terrorist attacks. 

However, rhe capital plan is at extreme 
risk due to the 2002 financial condition of 
the Postal Service. Furthermore, we need to 
invest approximately $600 million in new 
facilities each year j u s  to keep up with rhe 
growth in the universal delivery system. Each 
year we add about 1.7 million new delivery 
points, the equivalent of over 3,000 new car- 
rier routes, requiring the space equivalent to 
approximately 100 new delivery facilities. 
Moreover, this growth is not spread evenly 
throughout the system but is concentraced in 
specific high-growth area.. While we will 
continue to plan for projects that will gener- 
ate productivity improvements and increase 
revenue, for the second year in a row we will 
not be able to make the necessary capital 
investments to meet the growth demands of 
universal delivery. 



Debt 
From 1997 through 2001, our capital cash 
outlays exceeded cash flow from operations 
by $5.2 billion, so the difference was covered 
with borrowed funds. Our debt outstanding 
with the Department of the Treasury's 
Federal Financing Bank increased by $5.4 
billion. Debt outstanding at the end of 2001 
was $11.3 billion, an increase of $2 billion 
compared to 2000. 

Normally, our debt balance at the end of 
our fiscal year represents our highest level of 
debt for rhe year because, while expenses for 
workers' compensarion and retirement are 
accrued throughout the year, the actual pay- 
ments are nor made until late September of  
each year. The amount that we paid this year 
was $4.5 billion, including $694 million for 
workers' cornpensarion and $3.8 billion for 
the Civil Service Retirement System (CSRS) 
and Cost of Living Adjustments (COLAS) 
for retirees. Our cash flow during the fiscal 
year was sufficiently strong to reduce debt 
from the prior year-end level. Debt outstand- 
ing reached a low of $4.6 billion on July 5. In 
other words, we had extinguished 50% of the 
debt that we had entering the year. Since we 
have debt financing flexibility, we can man- 
age the fluctuarions in our debt during the 
year by actively managing our credit lines. 
However, just as our debt balance at year-end 
has increased in recent years, so did our aver- 

age debt balance. The graph of our debt bal- 
ance during the year illustrates this point 
well, showing that the peaks are getting high- 
er each year and so are the valleys. 

For 2001, our average outstanding debt 
during the year was far less than the year-end 
balance, but increased 36%, or $1.7 billion, 
to $6.4 billion. The interest we paid on our 

DebtlAverage Debtllnterest Expense 
Year-End Average 

Debt Debt 
~~~~~ $biIhons ~ Sbilhons 

~~ 

2001 11.3 6.4 
2000 9.3 4.7 
1999 6.9 3.9 
1998 6.4 3.2 
1997 5.9 4.4 

Interest 
Expense 
$miifinns 

306 
220 
158 
1m 
307 

~~~~ ~ ~ 

debt totaled $306 million in 2001, compared 
ro $220 million in 2000. Minimizing cash 
and debt on a daily basis produces good 
effects because average debt is one driver of 
annud interest expense, as is evident in a 
comparison of 1997 with 2001. In 2001, 
while we continued to minimize cash, our 
average debt outsranding was $2 billion 
higher than 1997, a 45% increase. Yer our 
interest expense was below our 1997 expense, 
as we took advantage of lower interest rates 
on our debt. 

Debt increase During the Year' 

- Debt is Increasing at 

Year-end, and So Is _-__ 
Average Debt During the 
Year. 

'97 '98 1s 'DO '01 ___ 

* Plo1t2d by ~ccoontinj period 



Managing Net Interest 
Expense and Risk 
Our interest expense is determined by the 
interaction of a number of variables includ- 
ing day-to-day cash flows, the behavior of 
interest rates, and out debr management 
activities. It was a challenge to manage inter- 
est expense during a year of increasing aver- 
age debt outstanding. We cannot claim any 
credit for lower interesr rates, but we did 
position our debt portfolio in such a manner 
that we benefited from declining rates while 
at the same time raking some steps to stabi- 
lize future inrerest expense volatility 

We prefer to maintain a mix of fixed- and 
floating-rate debt because we believe that, 
over the long-term, variable or floating rate 
debt may provide more cost-effective financ- 
ing rhan 100% fixed-rate debt. However, we 
strive for a favorable balance, and we will bor- 
row frxed-rate debt when market opportuni- 
ties arise, or when we believe doing so reduces 
risk. In contrasr to the end of the prior fiscal 
year, where 76% of our debt portfolio had a 
rate above 6%, we now have only one loan 
outstanding with a rate above 6%, represent- 
ing just 2% of our debt portfolio. 

At year-end, our long-term debt was 
$5.75 billion, with a weighted average inter- 
est rate of 5.17%, in comparison with $2.55 
billion and a weighted average rare of 5.65% 
at the end of 2000. Our 2001 borrowing 
transactions with a five-year mzrurity ranged 
from a high of 5.42% IO a low of 4.44%. The 
weighted average inrerest rate on our total 
debt portfolio at year-end is now 3.86% com- 
pared to 6.13% last year. As we enter rhe new 
fiscal year, our debt portfolio pun us in a 

good position to manage interest expense and 
risk for next year and beyond. 

For 2002, we anticipated a financing plan 
wich a $1.6 billion net increase in our debt. 
However, we made rhar estimate before the 
attacks of September 1 I and following. 
Because of presrnt and future uncertainty, we 
cannot predict the net increace in our debr 
with any degree of certainty. 

At the End of 2001, 
Only $250 Million or 2% 
of Our Debt Had a Rate 

Above 6%. 

56% or $6.3 billion had a 

I 2001 rate below 4% 

'r: 
I 

lone of our debt had a 
rate below 4% 

INTEREST 
RATE 

w 
>6% 

At Year-End 2000, 
$7 Billion or 76% of Our 

Debt Had an Interest Rate 
Above 6%. 



AU D IT0 R'S report 

Board of Governors 
United Sates Portal Service 

e have audited the accompanying 
balance sheers of the United w Stares Postal Service as of 

September 30,2001 and 2000, and the relat- 
ed statements of operations, changes in net 
capital deficiency and cash flows for each of 
the three years in the period ended 
September 30, 2001. These financial state- 
ments are the responsibility of the United 
States Postal Service's management. Our 
responsibility is to express an opinion on 
these financial statements based on our 
audits. 

We conducted our audits in accordance 
with auditing standards generally accepted in 
the United States and the standards for 
financial audits contained in Government 
Auditing Standardr, issued by the 
Comptroller General of the United Stares. 
Those standards require that we plan and 
perform the audit to obtain reasonable assur- 
ance about wherher the financial statements 
are free of material misstatement. An audit 
includes examining, on a test basis, evidence 
supporting the amounts and disclosures in 
the financial statements. An audir also 
includes assessing the accounting principles 

used and significant estimates made by man- 
agement, as well as evaluating the overall 
financial statement presentation. We believe 
that our audits provide a reasonable basis for 
our opinion. 

In out opinion, the financial statements 
referred to above present fairly, in all materi- 
al respects, the financial position of the 
United States Postal Service at September 
30, 2001 and 2000, and the results of its 
operations and its cash flows for each.of the 
three years in the period ended September 
30, 2001, in conformity with accounting 
principles generally accepted in the United 
States. 

In accordance with Government Auditing 
Standard, we have issued our report dated 
November 9, 2001, on our consideration of 
the United States Postal Service's internal 
control over financial reporting and on our 
tests of its compliance with certain provi- 
sions of laws, regulations, contracts and 
grants. That report is an integral part of 
an audit performed in accordance with 
Government Auditing Standards and should 
be read in conjunction with this report when 
considering the results of our audit. 

Washington, D. 
~ 

November 9,2001 



statements of 0 PE RAT1 0 N S 

(dollars in millions) 

Operating revenue - Note 7 
Operating expenses. 

Compensation and benefits - Wotes 2 , 3 , 4  and 6 
Transportation 
Other 

Total operating expenses 

Income fmm operations 

Interest and investment income 
Interest expense on deferred retirement liabilities - Note 6 
Interest expense on borrowings 

Net (Loss) Income 

See accompanying notes to financial statements. 

2001 
$65,034 

51,351 
5,056 
9,233 

Year ended September 30. 

2000 

$64,540 

49,532 
4,709 
8,751 

62,992 

1,548 

41 
(1,568) 

(220) 

$ (199) 

__ 

~ 

- 

1999 
$62,726 

41,333 
4,267 
9.042 



BALAN C E sheets 

(dollars in milfions) 
ASSETS 
CURRENT ASSETS: 

~~~~~~~~ 

Cash and cash equivalents-Note 2 

Receivables: 
Foreign countries 
US. government 
Consignment 
WteI 

Less allowances 

Total receivables, net 
Supplies, advances and prepayments 

TOTAL CURRENT ASSETS 

OTHER ASSETS, PRINCIPALLY REVENUE FORGONE APPROPRIATIONS RECEIVABLE-NOTE 7 

PROPERTV AND EQUIPMENT, AT COST: 
Buildings 
Equipment 
Land 
Leasehold impmvements 

Less allowances for depreciation and amotikation 

Construction in pmgress 

TOTAL PROPERTY AN0 EQUIPMENT, NET 

DEFERRED RETIREMENT COSTS - Note 6 

TOTAL ASSnS 

See accompanying notes to financial statements 

~ 

2001 
~ 

$ 1,005 

379 
133 
55 
151 

718 
110 

608 
320 

~ 

- 

1,933 

372 

18,808 
15,456 
2,684 
lJ63 

38,111 
15,317 

22,794 

1,969 

24,763 

32,023 

~~ 

~ 

~ 

59,091 - - 

September 30, 

2000 ~~- ~~ . 

$ 683 

349 
134 
55 

158 

696 
107 

589 
383 

~~~~~ ~ 

1,655 

375 

17,685 
13,973 
2,534 
1J33 

35,325 
13,644 

21,681 

2,389 

24,070 

32183 

~ 

~~~ 

$58,283 - 



(dollars ~~~~~ in millions) ~~~ ~~~ ~ ~~ ~ ~ ~~ 

LIABILITIES AND NET CAPITAL DEFICIENCY 
CURRENT LIABILITIES 

Compensation and benefits 
Estimated prepaid postage 
Payables and accrued expenses: 

Foreign counbies 
U.S. government 
h e r  

Total payables and accrued expenses 
Prepaid box rentals, p e n i t  and metered mail 
Outstanding postal money orders 
Current portion of long-term debt 

TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT, LESS CURRENT PORTION - NOTE 5 

OTHER LIABILITIES: 
Amounts payable for deferred retirement benefits - Note 6 
Workers' compensation costs - Notes 2 and 3 
Employees' accumulated leave 
Other 

TOTAL OTHER LIABILITIES 

COMMITMENTS and CONTINGENCIES - Notes 6 and 9 
TOTAL LlAElLlTIES 
NET CAPITAL OEFICIENCY: 

Capital contiiblrtions of the U S  government 
Oeficit since reorganization 

TOTAL NET CAPITAL OEFICIENCV 

TOTAL LIABILITIES AND NET CAPITAL DEFICIENCY 

See accompanying notes to financial statements 

2001 -~ 

$5,810 
1,623 

499 
151 
956 

1,606 
1.866 

988 
5,564 

17,457 

~ 

5,751 

29,932 
5,167 
2,124 
986 

38209 
- _  

61,417 

3,034 
(5,360) 

(2,326) 
~~ 

- 

;59,091 - - 

September 30, 

2000 
~~ ~- ~ 

$5,295 
1,594 

439 
150 

1,300 

1,889 
1,969 

716 
6,814 

im 

- .- 

~ 

2,502 

30,212 
5,029 
2,090 

m 9  



statements of changes in NET CAPITAL DEFICIENCY 

(dollars in millions) 

Balance, September 30,1998 
Net Income 

~~ 

Balance, September 30,1999 
Net Loss 

Balance, September 30, 2000 
Net Loss 

Year ended September 30,2001,2000, and 1999 
Capital Deficit Total Net 

Contributions of Since Capital 
Deficiency 

363 

_____~ U.S. Government ~~ ~ Reorganization ~ _ _ _ _ _ ~ ~ ~ ~  
~~~~ 

$ 3,034 t (3,844) s (810) 
~- - 363 

~~ 

Balance, September 30, 2001 

See accompanying notes to financial statements. 



statements of CASH FLOWS 

(dollars in millions) 
CASH FLOWS FROM OPERATING ACTIVITIES: 

~~ ~~~~~~~~~~~~ ~~~~~ 

Net (loss) income 
Adjustments to reconcile net (loss) income to net cash provided by operating activities: 

Depreciation and amortization 
Loss @in) on disposals of property and equipment, net 
Decrease in other assets, principally revenue forgone 

Increase in USPS workers' compensation 
Decrease in Post Office Department workers' compensation 
Increase in employees' accumubted leave 
Increase (decrease) in other liabilities 
Changes in current assets and liabilities: 

appropriations receivable 

(Increase) decrease in receivables, net 
Oecrease (increase) in supplies, advances and prepayments 
Increase (decrease) in compensation and benefits 
Increase (decrease) in estimated prepaid postage 
(Oecrease) increase in payables and accrued expenses 
(Decrease) increase in prepaid box rentals. pennit and metered mail 
Increase (decrease) in outstanding postal money orders 

Net cash provided by operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Purchase of property and equipment 
Proceeds from sale of property and equipment 

Net cash used in investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES: 
lsuance of debt 
Payments on debt 

Net cash provided by financing activities 

Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 

Cash and cash equivalents at end 01 year 

Year ended September 30, 

2000 

s o w  

1,255 

1999 

$ 363 

1,795 
(55) 

3 
19 

82 
207 

( n) 

2,863 

See accompanying nates to financial statements 



NOTES to the FINANCIAL STATEMENTS 

Ill 1971 
We Moved 
87 Billion 
Pieces of Mail. 

In 2001 
We Moved 
207 Billion 
Pieces of Mail. 

1 Description of Business 
Nature of Operations 
The United States Postal Service (Postal 
Service) provides mail service to the public, 
offering a variety of classes of mail services 
without discrimination among its many cus- 
tomers. This means that within each class of 
mail our price does not vary by customer for 
the levels of service we provide. This fulfills 
our legal mandate 10 offer universal services 
at a fair price. Our primary lines of business 
are First-class Mail, Standard Mail and 
Prioriry Mail. The principal markets for these 
services are the communications, distrihu- 
tion and delivery, advertising and retail mar- 
kets. Our products are distributed through 
our more than 38,000 post offices and a large 
network of consignees. As in rhe past, we 
continue to conduct our significant opera- 
tions primarily in the domestic market, with 
our international operations representing less 
than 3% of our total revenue. 

Our labor force is primarily represented 
by the American Postal Workers Union, 
National Association of Letter Carriers, 
National Postal Mail Handlers Union and 
National Rural Letter Carriers Association. 
Almosr 90% of our career employees are cov- 
eted by collective bargaining agreements. 
Three of our largest contracts representing 
61% of our career employees expired 
November 20, 2000. Negotiations have 
begun between management and the unions, 
and agreements are expected during fiscal 
year 2002. Additionally, negotiations have 
begun between management and anorher 
major union that represents 29% of our 
employees. The current contract for this 
union expires November 20, 2001. 

Postal Reorganization 
The Postal Service commenced operations 
on July 1, 1971, in accordance with the pro- 
visions of the Postal Reorganization Act (the 
Acr). The equiry rhat the U.S. government 
held in the former Post Office Department 
became the initial capital of the Postal 
Service. Thc Postal Service valued the assets 

of the former Post Office Department at 
original cost less accumulated depreciarion. 
The initial transfer of assets toraled $1.7 bil- 
lion, and subsequent cash conrributions 
totaled approximately $1.3 billion, resulring 
in total government conrributions of approx- 
imately $3 billion. The U.S. government 
remained responsible for all the liabilities 
attributable i o  operations of the former Post 
Office Department. However, under the 
Balanced Budget Act of 1997, the remaining 
liahiliry for certain Post Ofice Department 
costs was transferred to the Postal Service. 
See Note 3 for additional informaiion on 
costs transferred to the Postal Service under 
the Act. 

Although the Postal Service is excluded 
from the US.  governmenr budgetary 
process, the Postal Service enters into signifi- 
cant transactions with orher government 
agencies, as disclosed throughout these 
financial statements. 

Price Setting Process 
Since 1971, the Act has required the Postal 
Service to establish prices rhat cover the costs 
of operating rhe postal system. The Act 
established the independent Postal Rate 
Commission with oversight responsibility for 
mail prices, subject to approval by the 
Governors of the Postal Service. The Act pra- 
vides for the recovery of financial losses 
through furure rate increases. 

2 Summary of Significant 
Accounting Policies 

Basis of Accounting and 
Use of Estimates 
We maintain our accounring records and 
prepare our financial sraternents on the 
accrual hasis of accounting. This basis con- 
forms to accounting principles generally 
accepred in the Unired Srares. Following 
rhese principles, we made estimates and 
assumptions that affect the amounts we 
report in the financial staremenu and notes. 
Actual results may differ from our estimates. 



Cash Equivalents 
Cash equivalents are securities that mature 
within 90 days or less from the date we buy 
them. 

Current Values of Financial Instruments 
The current value of our debt is what it would 
cost us ro pay off the debt if we used the cur- 
rent yield on equivalent US. Treasury debt. 

Supplies, Advances and Prepayments 
Supplies, advances and prepayments are pri- 
marily composed of our inventories of sup- 
plies, motor vehicle parrs, repairable parts for 
mail processing equipment, and advances to 
employees for annual leave. We value our 
inventories at the lower of average cost or 
current marker price. Total inventories 
amounted to $152 million at the end of 
2001 and $173 million at the end of 2000. 

Property and Equipment 
We record property and equipment 
at what it costs us to acquire the assets, 
including the interest we pay on the money 
we borrow to pay for the construction of 
major capital additions. This interest 
amounred to $50 million in 2001, $49 mil- 
lion in 2000 and $59 million in 1999. 

We depreciate buildings and equipment 
over their estimated useful lives, which range 
from 3 to 40 years, using the straight-line 
method. We amortize leasehold improve- 
ments over the period of the lease or the use- 
ful life of the improvement, whichever time 
is shorter. 

Impaired Assets 
We record losses on long-lived assets when 
events and circumstances indicate that the 
assets might be impaired. In accordance with 
FASB Statement No. 121, “Accounting for 
the Impairmenr of Long-lived Assets and for 
Long-lived Assers to be Disposed of,” we 
have written down our impaired assets to the 
lower of cost or fair value. No material 
impairments were recorded in 2001, 2000 
and 1999. 

Estimated Prepaid Postage 
This is the amount of cash we estimate that 
we collected by the end o f  the year for sew- 
ices that we will perform in the following 
year. 

Compensation and Benefits Payable 
This is the salaries and benefits we owe to 
current and retired employees, including the 
amounts employees have earned but have not 
yet been paid, current workers’ compensa- 
tion, unemployment costs, health benefits 
and the current portion of the amounts 
payable for retirement benefits. 

Deferred Retirement Benefits and Costs 
This is the present value of our estimated 
legal obligation to the Civil Service 
Retirement and Disability Fund for the 
amount of retirement benefits payable in the 
future for our current CSRS employees‘ 
retirement and our present retirees and their 
survivors. The present value of our benefits 
payable for our current CSRS employees 
increases when management increases basic 
pay. The present value of out benefits payable 
also increases when cost ofliving adjustments 
(COLAS) are granted to our CSRS retirees or 
their survivors. We capitalize as deferred 
retirement costs the amounts due and 
payable in future years. We expense and pay 
these costs over periods of 30 years for 
amounts atrributable to current employees 
and 1 5  years for amounts attributable to 
retirees, at 5% interest. We account for our 
participation in the U.S. government spon- 
sored retirement plans as participation in a 
multi-employer plan arrangement. 

Post-Retirement Health Benefits 
Retiree health benefits costs are our obliga- 
tion to pay a portion of the health insurance 
premiums of those retirees and their sur- 
vivors who participate in the Federal 
Employees Health Benefirs Program 
(FEHBP). We account for our participation 
in FEHBP as participation in a multi- 
employer plan arrangement. Therefore, we 
expense the costs of our retiree health bene- 
fits as we incur them. 

Workers’ Compensation Costs 
We are self-insured for workers’ compensa- 
tion costs under a program administered by 
the Department of Labor (DOL). We record 
these costs, which include the employees’ 
medical expenses and payment for conrinua- 
cion ofwages, as an operating expense. At the 
end of the year, our liability represents the 
estimated present value of the total amounu 
we expect to pay in the future for postal 
workers injured through the end of fiscal year 
2001. We base our estimate of che total costs 
of a claim upon the severity of the injury, the 
age of the injured employee, the assumed life 
expectancy of the employee, the trend of our 
experience with such an injury, and other 
factors. In our calcularion of present value, 
we use a net discount rate of 1.4% for med- 
ical expenses and 3.0% far compensation 
claims. 

Research and Development Costs 
We record research and development costs as 
expenses when we incur them. These costs 
were $29 million in 2001, $42 million in 
2000 and $67 million in 1999. 

We Are the Second Our 776,000 career employees 
include 270,000 clerks, 240,000 city 

handlers and 60,000 rural delivery 
largest In the delivery carriers, 60.000 mail 
Country. 

carriers 



Advertising 
We record advertising cosfs as expenses when 
we incur them. These costs were $146 mil- 
lion in 2001, $151 million in 2000 and $241 
million in 1999. 

Reclassification of Prior Years' Amounts 
Certain prior years' amounts have been 
reclassified to conform to the 2001 presenta- 
tion. 

3 Workers' Compensation 
At the end of fiscal year 2001, we estimate 
our roral liability for future workers' com- 
pensation costs, excluding Post Of ice  
Department (POD) liability, ar $5,804 mil- 
lion. At the end of 2000, chis liability was 
$5,560 million. In 2001, we recorded $970 
million in workers' compensation expense, 
compared ro the $91 1 million we recorded in 
2000 and the $603 million we recorded in 
1999. Our liability for furure workers' com- 
pensarion costs for POD claims was $172 
million in 2001 and $193 million in 2000. 
In 2001, we recorded an expense of$9 mil- 
lion for POD, compared to the $14 million 
we recorded in 2000 and $11 million in 
1999. 

In fiscal year 2000, we refined our 
methodology used to estimate the present 
value of the total amounts we expect to pay 
for current Postal Service workers' compensa- 
tion claims. The major refinemenr is the use 
of a life table that reflects long-term experi- 
ence with a disabled population to estimate 
mortality rates of our permanently disabled 
population. Previously, we had used a life 
table that reflected experience with the gen- 
eral United States population. In manage- 
ment's opinion, the refinements result in a 
better estimation of our liability for furur-e 
outlays on behalf of Postal Service workers' 
compensarion claimants. The effect of the 

refinements was a reduction of $423 million 
in the fiscal year 2000 compensation and 
benefits expense. 

In fiscal year 1999, we adopred a change 
in the net discount rate used in determining 
the present value of estimated future workers' 
compensarion payments for medical claims. 
The net discount rare for medical claims was 
changed from 0.1% IO 1.4%. The effect of 
the adoption of this race has been accounred 
for as a change in accounting estimate. It 

resulted in a decrease of$131 million in the 
fiscal year 1999 compensarion and benefits 
expense. In managemenr's opinion, this net 
discount rare better reflects the excess of rates 
of return on government debt instruments of 
comparable terms relative to expected future 
medical inflation. 

4 Post-Retirement Health 
Benefit Programs 

Employees of the Postal Service who parrici- 
pate in the Federal Employees Health 
Benefits Program (FEHBP) for at least the 
five years immediately before their rerire- 
ment may parricipate in the FEHBP during 
their retiremenr. Under the FEHBP, we pay a 
portion of the health insurance premiums of 
participating retirees and their survivors. 
This program is administered by rhe Ofice 
of Personnel Management. 

The Omnibus Budget Reconciliation Act 
of 1990 requires us to pay rhe employer's 
share of health insurance premiums for all 
employees, and rheir survivors, who parti- 
cipate in rhe FEHBP and who retire on or 
h e r  July I ,  1971. However, we do not 
include the costs attributable to Federal civil- 
ian service before that date. Our FEHBP 
costs amounted to $858 million in 2001, 
$744 million in 2000 and $593 million in 
1999. We include these costs in our compen- 
sarion and benefits expense. 



5 Debt and Related 
Interest Costs 

Under the Postal Reorganization Acr, as 
amended by Public Law 101-227, we can 
issue debt obligations. However, we are lim- 
ited IO net annual increases of $2 billion in 
our debt for capital improvements and to $1 
billion for operating expenses. Our  total debt 
cannot exceed $15 billion. 

Debt is due as follows (dollars in mil- 
lions): 

Year 

2003 
2004 
2005 
2006 
After 2006 

2002 
Amount 
$5.564 

~ ~~ 

U50 
- 
- 

950 
3,651 

Cash outlays for inrerest were $339 mil- 
lion in 2001, $263 million in 2000 and $202 
million in 1999. 

At year-end, the current estimated mar- 
ker value of our debt is $ 1  1,650 million in 
2001 and $9,316 million in 2000 (Note 2). 
All notes payable IO the Federal Financing 
Bank (FFR) may be repurchased at current 
value at any time with five days' notice of 
intenr to do so. 

Our Debt Consists of the Following: 
(dollam in millions) 

6.323 Payable Oecember 28, 2000 
6.333 Payable March 1,2001 
6183 PayaMe May 31,2001 
7.800 
6.323 

8.760 

Payable $15 million each year to May 3,2001 
Repurchasable at par November 30,2000, 

February 28,2001 and May 3,2001 
Payable $36 million each year to May 3, 2001 

2.521" Overnight revolving credit facility; final maturity 
date March 13. 2002 

2.489 Payable March 28, 2002 
2.501 Floating rate; payable December 28,2001, 

March 28.2002 and June 28,2002 
5.568 Payable Dec'ember 31, 2002 
4.543 Payable February 28, 2003 
2.501*'* Short-term, floating rate, revolving credit facility; final maturity 

date March 12,2003 
3.858 Payable July 31, 2003 
4.780 Payable November 15,2005 
5.412 Payable November 15,2005 
4.437 Payable May 15,2006 
5.688 Payable August 15,2007 
5.546 Payable August 15,2007 
5.426 Payable May 15, 2008 
4.981 Payable May 15,2008 
4.910 Payable May 15,2008 
5.355 Payable August 16,2010 
4.999 Payable February 15,2011 
4.925 Payable August 15,2011 
5.959 Payable November 15,2027 
5.726 Payable November 15, 2027 
5.606 Payable November 15,2027 
4.836 Payable November 15,2027 
6.299 Payable May 15, 2030 
5.591 Payable May 15, 2030 
5.417 Payable February 18,209 

Mortgage Notes Payable: 
6.00 to 
9.25 

Maturing from fiscal years 2002 through 2039 
secured by land, buildings and equipment 
with a canying amount of $15 million. 

Less cutrent portion of debt 

* A11 debt is repurchasable at any time at a 
price determined by then current FFB rates, 

** Prior year rate was 6.350%. 
*** Prior vear rate was 6.323%. 

$ - s 800 
- 500 

800 
15 

- 1,000 
36 

363 262 
800 

1,000 
200 200 
200 

- 
- 

- 

- 

- 

- 

3,400 3,400 
750 
200 - 
500 
250 - 

400 400 
150 150 
200 200 
200 200 
200 200 
500 
200 
200 
400 400 
100 100 
300 300 
100 100 
250 250 
250 - 

- 

- 

- 
- 
- 

- 
~ 

~~ 

200 
11,313 9,313 

6,814 
$2,502 

~~ 

5,564 
$5,751 - - - - 



Our Total 
Retirement 
Expense 
of Almost 
$9 Billion 
In 2001 

Represents 13% 

of Our Total 
Expenses. 

6 Retirement Programs 
With certain exceptions, employees parrici- 
pare in one of the following three retirement 
programs based upon the starting date of 
their employmenr with the Posral Service. 
Employee and employer contrihurions ate 
made to the Civil Service Retirement and 
Disability Fund (CSRDF), the Dual System 
or the Federal Employees Retiremenr 
System, which are administered by rhe Oftice 
of Personnel Management. Employees may 
also participate in the Thrift Savings Plan, 
which is a defined contribution rerirement 
savings and investment plan. Posral Service 
employees are authorized to participate in 
the Thrift Savings Plan by the Federal 
Employees Retirement System Act of 1986. 
The Plan is administered by the Federal 
Retirement Thrift Investment Board. 

Civil Service Retirement System (CSRS) 
Under rhe Postal Reorganization Act, officers 
and career employees are covered by the Civil 
Service Retirement System, which provides a 
basic annuity and Medicare coverage. The 
CSRS fund covers substantially all employees 
hired prior to January 1, 1984. We and the 
employee contribute to Medicare at the rate 
prescribed by law. We do not match contri- 
butions to the Thrift Savings Plan for 
employees who participate in the CSRS. 

Dual Civil Service Retirement System (Dual 
CSRSNoc ia l  Security System 
Employees with prior US. government serv- 
ice who were hired between January 1, 1984, 
and January 1, 1987, are covered by rhe Dual 
Civil Service Retirement System/Social 
Security System. We and the employee con- 
tribute to Social Security and Medicare at rhe 
rates prescribed by law. We do not march 
contributions to the Thrift Savings Plan for 
employees who participate in the Dual 
System. 

Federal Employees Retirement System (FERS) 
Effective January 1, 1987, officers and Career 
employees hired since December 31, 1983, 
excepr for those covered by the Dual System, 
are covered by rhe Federal Employees 
Retiremenr System Acr of 1986. In addition, 
employees hired before January 1, 1984, 
could choose during certain periods in 1987, 
1988 and 1998 ro participate in the F E U .  
This system consists of Social Security, a 
basic annuity plan, and a Thrift Savings Plan. 

We and the employee contribute ro Social 
Security and Medicare at the rates prescribed 
by law. In addition, we are requi rd to  con- 
tribute to the Thrift Savings Plan a mini- 
mum of 1% per year of the basic pay of 
employees covered by this sysrem. We also 
match a voluntary employee contribution up 
to 3% of the employee's basic pay, and 50% 
of a contribution between 3 and 5% of basic 

Pay. 
Employer and employee conrributions 

are as follows for each of rhe three plans for 
2001,2000 and 1999: 

~~ ~~ 2001 2000 1999 
CSRS 
Employer 7.00 7.00 7.00 
Employee 7.00 7.40 7.25 

Oual CSRS 
Employer 7.00 7.00 7.00 
Employee 0.80 1.20 1.05 
FERS 
Employer 10.70 10.70 10.70 
Employee 0.80 1.20 1.05 

The number of employees enrolled in 
each of the rerirement plans at the end of 
2001, 2000 and 1999 is as follows: 

~ ~~~~ ~ 2001 2000 1999* 
CSRS 248,347 263,383 281,062 
-Dual CSRS 11,440 12,021 12,598 
FERS 514,870 510,509 503,233 
* From July 1998 to December 195'8 workers covered 

by CSRS were allowed to switch to FFRS. During this 
period only J436 or less than l.Z%, 01 our employ- 
ees chose to change plans. 



Deferred Retirement Costs 
Deferred retirement costs consist of 
the following (dollars in millions): 

zoo1 2000 
~~~~~ 

CSRS basic pay increases $24,843 $25,857 
CSRS retirees' and survivors' 
cost of living adjustments 7J80 6,326 

$32,023 $32183 Total 

There are no deferred retirement cosrs 

~~~~~~~ 

- - 
associated with FERS. 

Deferred Retirement Liability ~ Civil Service 
Retirement System 
When we increase CSRS employees' current 
basic pay, we are liable for the additional 
deferred retirement liability. The Office of 
Personnel Management determines the esti- 
mated increase in our deferred liability result- 
ing from hasic pay increases. We amortize 
and pay this amount in 30 equal annual 
installments, which includes interest com- 
puted at a rate of 5% per year. We make the 
first payment at the end of the year in which 
employees receive their pay increase. 

The increase in OUT deferred liability for 
retirement benefits under the CSRS as a 
result of basic pay increases was $319 million 
in 2001, $1,635 million in 2000 and $930 
million in 1999. 

Deferred Retirement Liability - Retirees' 
and Their Survivors' Cost o f  Livinq 
Adjustments (COLAS) 
Congress determines the COLAS granted to 
our retirees. Under the Omnibus Budger 
Rrconciliation Act of 1990, we are liable for 
our share of the cost of living adjustments 
granted to those retirees, and their survivors, 
retiring on or after July 1, 197 1. We are not 
responsible for any costs due ro federal civil- 
ian service hefurr that date. 

Each year the Office of Personnel 
Management determines the estimated 
increase in our liability under this law for the 
current year. We amortize and pay each yeais 
amount in 15 e q d  annual installmenrs, 
which include interest computed at a rate of 
5% per year. 

The increase in our deferred liability for 
our retiree; COLAs was $1,668 million in 
2001, $1,056 million in 2000 and $537 mil- 
lion in 1999. 

Future Minimum Payments 
We estimate the future minimum payments 
we have to make in order to fund CSRS ben- 
efics and retirees' cost of living adjustments as 
of September 30, 2001, are as follows (dol- 
lars in millions): 

Year Amount 

2002 $ 3,681 
2003 3,602 
2004 3,482 
2005 3,391 
2006 3,081 

30,573 After 2006 
47,816 
15,793 Less amount representing interest 

Total future minimum payments 32,023 
less: Portion classified as a current 
liability in compensation and benefits 2,091 
long-term portion of future 

$29$32 minimum payments 

~~ ~~ 

~~~ ~ ~ 

- - 
Expense Components 
The following rable lists the components of 
o u r  toral retirement expenses that are includ- 
ed in our compensation and benefits expense 
and related interest expense in the 
Statements of Operations for 2001, 2000 
and 1999 (dollars in millions): 

~~ ~ ~~~~ 2001 JOE- 1999 
CSRS $ 769 $ 795 $ 816 
FERS 2,046 1,944 1,824 
FERS-Thrift 
Savings Pbn 789 750 681 

Dual CSRS 33 35 35 
Social Security 1,498 1,427 1,337 
Amortization 
of deferred cost: 

CSRS 1,333 1,327 1,214 
Annuitant C o b  814 683 602 
Interest expense 
on deferred liabilities 1,603 1,568 .1,592 

Total retirement 
expense 

~~ ~ 

$8,885 $8,529 $8,la1 - - -  - - -  
Employer cash contributions to retirement 
plans were $5,799 million in 2001, $5,516 
million in 2000 and $5,164 million in 1999. 
These amounts do nor include Social 
Security and Medicare contributions and 
interest expense on deferred retirement liahil- 
ities. 

7 Revenue Forgone 
Our operating revenue includes accruals for 
revenue forgone. Revenue is forgone when 
Congress mandates that we provide free mail 
for certain mailers. Congress appropriates 
money to reimburse us for only a portion of 
the revenue forgone that we have incurred in 
past years. In our operating revenue, we have 
included as revenue the amounrs appropriat- 
ed by Congress for revenue forgone of $67 
million for 2001, $64 million for 2000, and 
$71 million for 1999. Legislation rhar was 
passed during 2001 appropriated the $67 
million for 2001 but delayed rhe payment 
until fiscal year 2002. Accordingly, we have 
recorded this as a receivable. 

Under the Revenue Forgone Reform Act 
of 1993, Congress is required to reimburse us 
$29 million annually through 2035 (42 



years). This reimbursement is for two pur- 
poses: services we performed in 1991, 1992 
and 1993 for which we have not yet been 
paid; and for shortfalls in the reimbursement 
for the costs we incurred far processing and 
delivering certain nonprofit mail from 1994 
through 1998. 

The Revenue Forgone Reform Act of 
1993 authorized a roral of $1.218 billion in 
payments. We calculated the present value of 
these future reimbursements ro be approxi- 
marely $390 million ar 7% interest. We rec- 
ognized the $390 million as revenue during 
fiscal years 1991 through 1998. The 
amounts receivable as ofSeptember 30,2001 
and 2000 were $373 million and $375 mil- 
lion, respectively. 

8 Commitments 
At September 30, 2001, we estimate our 
financial commitment for approved Postal 
Service capita projects in progress to be 
approximately $1,887 million. 

Our total rental expense for the years 
ended September 30 is summarized as fol- 
lows (dollars in millions): 

2001 2000 1999 
Nan cancelable real 
estate leases including 
related taxes S 863 S 806 $766 

FaciliGes leased from 
General SeM'ces 
Administration subject 
to 120day notice 
of cancellation 41 39 36 

Equipment and other 
short-term rentals 312 254 431 

$1,216 $1,099 $1,233 Total --- _. - -  

At September 30, 2001, our future mini- 
mum lease payments for all non cancelable 
leases are as follows (dollars in millions): 

Year 
2002 
2003 
2004 
2005 
2006 
After 2006 

~~~ 

Operating _____ Capital 
s 784 s 88 

758 88 
727 88 
676 88 
620 88 

5,818 562 
$Gi $1,002 - - 

less: Interest at 5.5% 257 

less: Short-term portion 

Long-term portion of 

Total capital lease obligations 745 

of capital lease obligations 

capital lease obligations 

~ 40 

$697 

Most of these leases contain renewal 
options for periods ranging from 3 to 20 
years. Certain non cancelable real esrare leas- 
es give us the option to purchase the facilities 
at prices specified in rhe leases. 

Capital leases included in buildings were 
$909 million in 2001 and $787 million in 
2000. Total accumulated amortization is 
$211 million in 2001 and $163 million in 
2000. Amortization expense for assets 
recorded under capital leases is included in 
depreciation expense. 

- - 

9 Contingent Liabilities 
Each quarter we review litigation pending 
against us. As a result of this review, we dassi- 
f y  and adjust out conringencies for claims that 
we think it is probable thar we will lose and for 
which we can reasonably estimate the amount 
of the unfavorable outcome. These claims 
cover labor, equal employment oppormnity, 
environmental issues, rraflic accidents, injuries 
on postal properties, personal claims and 
property damages, and suits and claims arising 
from postal contracts. We also recognix the 

setdements of claims and lawsuits and revi- 
sions of other estimates. Additionally, we eval- 
uate rhe materiality of cases determined to 
have a reasonably possible chance of adverse 
ourcome. Such a e s  are immaterial ro our 
financial statements taken as a whole. 

As a part of our continuing evaluation 
of estimates required in the preparation 
of our financial statemenrs, we recorded 
approximately a $35 million increase in lia- 
bilities in 2001, $63 million in 2000 and 
$104 million in 1999, to recognize changes 
in the estimated cost of litigation and claims 
asserted in prior years. We recognized sertle- 
ments of claims and lawsuits and revised 
other estimates in our changes in contin- 
gent liabilities. Management and General 
Counsel believe that we have made ade- 
quate provision for the amounts that may 
become due under the suits, claims and pro- 
ceedings we have discussed here. 

10 Subsequent Event 
Subsequent ro the close of the fiscal year, the 
United States became the target of biological 
terrorism. These activities affected the Postal 
Service because the infectious biological 
agents were sent by mail, causing the death 
of two employees, the curtailment of mail 
services in some areas, the decline in mail 
volume and necessitating the development 
of and invesrment in new health and safety 
measures. The costs of terrorism and health 
and safety investmcnts and the amount of 
decreased mail volumes cannor be quantified 
at this time. The President of the United 
States has authorized an initial funding of 
$175 million for fiscal year 2002 to assist in 
paying for these measures. It is anticipated 
that additional cash requirements resulting 
from the impact of terrorism and our related 
health and safety investments will be funded 
through a combination of debt, appropria- 
rions and rate increases. 
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0 P E RAT1 N G 
~~~~~~~ 

Headquarters Career Employees' 
Headquarters 
Headquarters-Field Support Units 
Inspection Service (field) 
Inspector General 
Total Ha and Related Employees. 

Area Offices 
Postmasters/ Installation Heads 
S u p e r u i d  Managers 
Prof. Admin. Tech. Personnel 
Clerks 
Nurses 
Mail Handlers 
Clty Oeliery Caniers 
Motor Vehicles Operators 
Rural Delivery Camers-Full Time 
Special Delivery Messengers 
Bldg. and Equip. Maintenance Personnel 
Vehicle Maintenance Personnel 
Total Field Career Employees' 
Total Career Employees 

Non-Career Employees' 
Casuals 
Non-Bargaining Temporary 
Rural SubslRCA/RCR/AUX 
PM Relief/ Leave Replacements 
Transitional Employees 
Total Non-Career Employees' 
Total Employees 

Offices, Stations and Branches 
Post Offices 
Classified stations and branches 
Contract stations and branches 
Community Post Ofices 
Total Olfices, Stations and Branches 

City 
Rural 
PO Box 
Highway Contract 
Total Residential 

city 
Rural 
PO Box 
Highway Contract 
Total Business 
Total Oelively Points 

Change in Oelivery Points 

Field Career Employees' 

Residential Oelivery Points 

Business Delivery Points 

STAT1 STI CS 
2001 

~~ ~ 

1,836 
5,653 
4,047 

713 
12,249 

1,377 
26113 
38,754 
9,764 

269,792 
180 

60102 
240,295 
9,325 
59,790 

42,604 
5,558 

763,654 
~~ 

n5,903 

30,317 
761 

58534 
1233 

115,lOZ 
891,005 

27,876 
5,835 
2,876 
1,536 

38,123 

i3,5n 
~~ - 

~ ~~ ~ 

76,578169 
3,004,518 
15,818,625 
2,004,837 

125,406649 

7,183,431 
1,071,201 
3,969,279 

52,247 
12,276,158 

137,682.307 

1,736,256 

~ -~ 

~ 

2000 

2,279 
5,566 
4190 
664 

12,699 

1,597 
261n 
38,797 
9,959 

281,956 
191 

60,851 
241,079 
9,347 
57511 

42,284 
5,546 

787,538 

29512 

57,532 
12,423 
13,461 

113,700 
901,238 

27,876 
5,802 
2,833 
1,549 

38,060 

76331,249 
29,915,385 
15,904,400 
1,938,395 

123,889,423 

7197,776 
1,013,269 
3,796,343 
49234 

12,056.622 
135,946,051 

1,893,377 

~~ 

~~ 

774,839 
~ 

n2 

~ 

~ -~ 

~ 

~~ 

~- 

~ 

1999 

2,372 
4,351 
4,334 
387 

11,450 

1,875 
26108 
38,835 
11,097 

292,400 
188 

62,237 
242,300 
9,270 
54,588 

41,873 
5,574 

~ 786,345 
797,795 

25,067 
107 

57,357 
2,485 
12,355 

107,971 
905,766 

27,893 
5,788 
2,903 
1,585 

38,169 

~- 

~ 

~ 

~ ~~ 

75,575,844 
28,753,812 
16,048,325 
1,857,689 

122,235,670 

7575.729 
956,301 

3,638,737 
46,237 

11,817,004 
134,052,674 

1,459,261 

~. ~ 

- 

~~ 

1998 

2,231 
4,307 
4,280 
223 

11,041 

1,703 
26156 
36,508 
11,703 

293,829 
189 

62,247 
240,813 
9,026 
52,241 

7 
41,054 
5,514 

781,000 
792,041 

25,711 
784 

56,265 
12,613 
12222 

112,595 
904,636 

27,952 
5,661 
2,974 
1,572 

38,159 

75,Q88,866 
27,683,441 
16,575127 
1,784,522 

121631,956 

7164.995 
901124 

3,351,603 
43,735 

11,461,457 
132,593,413 

1,561,961 

- 

~~ 

~ 

~~ 

~~~~ ~ ._ 

~~~~ -~ 

~~ 

1997 

1,949 
4 3 9  
4,347 
im 

-~ ~ 

~~ 

10,716 

1,566 
26,256 
35,708 
11,369 
280,818 

193 
59147 

234,033 
8,625 
49,957 
1,331 

39,954 
-~ 5,501 ~ 

754,458 _____ 

765,174 

32,615 
774 

54,834 
12,687 
26,789 

127,699 
892,873 

28,060 
5,446 
2,907 
1,606 

38,019 

74,646309 
26,707,304 
16,777,352 
1,703,602 

119,834,367 

7149,055 
850,468 
3157,513 
40,049 

11,197,085 
131,031,452 

1,724,914 

- .~ 

~~ 

-~ 

~ 

*Complement data from On-Rolls and Paid Employees Statistics database. 



on milljons of units indicated) 
Class of Mail 

First-class Mai l  
Pieces, number 
Weight, pounds 
Revenue 

Priority Mai l  
Pieces, number 
Weight, pounds 
Revenue 

Express Mai l  
Pieces, number 
Weight, pounds 
Revenue 

Mailgrams 
Pieces, number 
Revenue 

Periodicals 
Pieces, number 
Weight, pounds 
Revenue 

Standard Mai l  
Pieces, number 
Weight, pounds 
Revenue 

Package Services 
Pieces, number 
Weight, pounds 
Revenue 

International Economy Mai l  
Pieces, number 
Weight, pounds 
Revenue 

International Airmail 
Pieces, number 
Weight, pounds 
Revenue- 

US. Postal Service 
Pieces, number 
Weight, pounds 

h e  Mail lor the Blind 
and Handicapped 

~~~ ~~~ 

Pieces, number 
Weight. pounds 

TOTALS"' 
Pieces, number 
Weight, pounds 
Revenue 

2001 

103,655.6 
4,362.8 

$35,876.0 

lJl7.8 
2,149.7 

$4,916.4 

69.4 
72.1 

$995.7 

3.3 
$1.4 

io,on.4 
4,408.3 

$2,205.2 

89.938.4 
10.822.2 

$15,704.9 

1,093.0 
3.8013 

$1.993.9 

60.4 
80.3 

$1777 

1,022.1 
171.6 

$1,554.0 

380.6 
82.3 

44.6 
24.9 

207,462.6 
25,975.9 

$63,425.2 

2000 

103,525.7 
4,392.0 

$35,515.9 

1,222.5 
2,352.3 
$4,8371 

70.9 
80.0 

$9961 

3.7 
$1.5 

10,364.8 
4,720.3 

$2170.7 

90,0571 
11142.6 

$15293.3 

1128.4 

$1,912.3 

78.7 
89.4 

$180.3 

1,020.7 
169.7 

3,773.8 

$i,4n.2 

362.9 
95.3 

46.6 
251 

207,882.2 
26,840.6 

$62,284.3 

1999' 
~~~~ 

101,936.5 
4,299.9 

$34,933.2 

1189.5 
2142.6 

$4,533.3 

68.7 
78.3 

842.0 

41 
$1.6 

10,273.8 
4,482.6 
$2315.3 

85,661.7 
10,648.3 

$14,435.8 

1,0433 
3,533.2 

$1,828.5 

103.2 
963 

$193.9 

927.5 
152.2 

$1,434.2 

382.3 
102.6 

53.2 
26.6 

201,643.5 
25,562.2 

$60,417.8 

* Certain reclassifications have been made to previously reported international amounts. 
** Includes foreign postal transaction revenue. 

*** Agency and franked mail are included in their classes of ma;( when using official mail. 
Some fotals may not add exactly due to rounding. 

1998 1997 

100,434.2 99,659.9 
4151.3 4f151 

$33,861.2 $33,397.6 

1174.4 1,068.2 
1,980.0 1,860.6 
$4187.4 $3,856.9 

66.2 63.6 
m 76.3 

$854.5 ' $824.7 

4.3 5.3 
$1.7 $2.0 

10,316.8 10,411.4 
4,4511 4,338.3 

$2,072.3 $2,067.5 

~~~~~~~~~~~ ~~ 

82,5083 nm.6 
$1~01.7 ~12,876.0 
10,376.8 9,693.9 

1,023.4 988.4 
3,4023 2,889.9 

$1,754.3 $1,627.6 

95.6 97.4 
95.6 102.0 

$183.7 5192.0 

848.4 909.5 
149.0 157.2 

$1,4163 $1,422.8 

3803 377.3 
96.2 88.4 

53.2 53.3 
27.2 30.6 

196,904.7 190,8883 
24,812.3 23,352.4 

$58,032.9 $56,267.0 



(in millions of units indicated) 
Class of Mail ~~ 

Registered' 
Numher of articles 
Revenue 

Certified' 
Number of articles 
Revenue 

Insurance' 
Numher of artides 
Revenue 

Delivery Receipt Services" 
Number of articles 
Revenue 

Collect on Delivery 
number of articles 
Revenue 

Special Delivery 
Number of articles 
Revenue 

Money Orders 
Numbw issued 
Revenue 
Face value of issues (non-add)" 

Other 
Box rent revenue 
Stamped envelope and card revenui 
Other revenue, net 

TOTALS 
Special Services revenue 
Mail revenue 
Operating revenue 
before appropriations 

~~~~~~~~~ 

2001 

11.4 

~ _ _ _  

$98.4 

269.0 
$494.8 

60.0 
$123.1 

421.1 
$370.8 

2.7 
$15.3 

0.0 
$0.0 

227.2 

$30,770.3 

$699.0 

$287.5 

$225.4 

$27.1 

$2,341.4 
$63,425.2 

$65,766.6 

- ~~ 

- 

2000 

13.3 
$98.4 

270.5 
$385.4 

58.0 
$108.9 

356.9 
S3lS.8 

41 
$21.5 

0.0 
$0.0 

232.8 
$234.7 

$29,945.2 

~- ~~ 

$684.2 
$15.4 

$326.0 

$2191.2 
$62,284.3 

$64,475.6 

~ 

- - 

1999 

13.7 
$95.2 

2681 

~ 

$377.3 

48.6 
$91.5 

249.3 
$284.7 

4.0 
$19.8 

0.0 
$0.0 

220.9 
$228.3 

$28.49.4 

$667.2 
$30.7 

$442.0 

$2,236.7 
$60,417.8 

$62,654.5 - - 

1998 1997 

15.3 16.3 
$89.2 $95.2 

278.3 284.5 

~~ 

$385.7 $342.8 

40.8 33.7 
$72.5 Ssl.0 

237.3 260.5 
$2621 $289.4 

3.8 4.7 
$17.8 $21.8 

0.0 03 
$0.0 $1.4 

208.6 2061 

$26,724.6 $26180.4 

$617.4 $577.6 
$17.4 $171 

$299.8 5247.0 

$2103 $212.2 

$1,9721 $1,865.6 
$58,032.9 $56,267.0 

$60,005.0 $58,132.6 

~. 

-- -- 
* Return receipts have been broken out from registered, certified and insurance special sewice categories. 

** Delivery Receipt Services contains Return Receipts, Return Receipts for Merchandise and Delivery Confirmation. 
Deivery Confirmation Service began during 1999 

*** Certain reclassifications have been made to previously reported amounts. 



FINANCIAL HISTORY summary 

STATEMENTS OF OPERATIONS 
(dollam in bilions) 
Total revenue 
Total expense 
Net (loss) income 
(dollam In milions) 
Operating revenue 
Revenue forgone appropriation 
Total operating revenue 
Compensation and benefits 
Restructuring costs 
Other expenses 
Total operating expenses 
Income from operations 
Interest and investment income 
Interest expense on deferred retirement liabilities 
Interest expense on borrowings 
Income (loss) before retroactive assessments and extraordinary items 
Retroactive assessments for employee benefits- 
Income (loss) before extraordinary item 
Extraordinary item-debt refinancing premium 
Net (loss) income 

BALANCE SHEETS 
Assets 
Current assets 
Property and equipment, deferred retirement costs and other assets 
Total assets 
Liabilities 
Current liabilities 
Other liabilities 
Long-term debt 
(Net capital deficiency)/equity 
Total liabilities and (net capital deficiency)/equity 

CHANGES IN (NET CAPITAL DEFICIENCV)IEIIUlN 
Beginning balances 
Capital contributions of the US. government 
Deficit since reorganization 
Total beginning balance (net capital deficiency)lequity 
Net (loss) income 
Ending balance"' 

* Certain reclassifications have been made to previously reported amounts. 
*" Relates to OERA 1990 and 1993. 

*** Some totals may not add exactly due to roundfng. 

1999' 

$ 62.7 
62.4 

S 0.4 

$62,655 
n 

62,726 
47,333 

13,309 
60,64 
2,084 

29 
(1,592) 

(158) 
363 

363 

$363 

~~ 

___ 

- 

~~ 

- 
___ 

- 
___ 

- - 

$ 1,296 
54,713 

s56;oos - - 
$15,436 
37,466 
3,554 
(447) 

$5S,OOS - - 

$ 3,034 
(3,844) 

363 
(SlO) 

$647) - - 



199F  

$ 58.3 
57.0 

$ 1.3 
~ 

~ 

$58133 
83 

58,216 
44,093 

L 11 038 
55131 
3,343 

115 
0,629) 

(307) 
1,264 

1,264 

$1,264 

~ 

- 

~ 

~ ~~ 

- 
- 

- 
~ 

- - 

$ 1,736 
51,675 

553.411 - - 
$14,107 
37,439 
3,225 
0,360) 

$53,411 - - 

$ 3,034 
~ (5,658) 

(2,624) 
1,264 

$(1.360) - - 

1996* 
~ 

S 56.6 
55.0 

$ 1.6 

$56,309 

~~ 9 3  
56,402 
42,676 

10,437 
53113 
3,289 

142 
0.496) 

(368) 
1,567 

1,567 

$1,567 

__ 

~ 

__ 

- 

~ 

~~ 

- 
~ 

- 
- 

- - 

$ 1,670 
50157 

$51,827 - - 
$12,796 

37,746 
3,909 
(2,624) 

$51,827 
~ 

- - 

$ 3,034 
(7,225) 
(4,191) 
1,567 

$(2,624) 

~ 

- 

- - 

1991* 

s 44.2 
45.7 

$ 0.5) 
~~ 

_____ 

$43,323 
562 
43,885 
34,904 

_____ 

- 
1,215 

42.119 
1,766 

31 8 
0,263) 

341 

0,469) 

$(1,469) 

_ _ _ _ _ ~  

yrJJ 

(1,810) 

- 
~ ~~ 

- - 

$ 4,863 
38,403 

$43,266 - - 
$ 7,400 

30,474 
8,139 
(2,747) 

$43,266 
_____ 

- - 

$ 3,034 
(3,438) 

(874) 
$n,278) 

_____ 

(402) 

- - 
* Certain reclassifcatrOns have been made to previously repofled amounts, 

** Relates fa OBRA 1990 and 1993. 
*** Some totals may not add exactfy due fa rounding. 
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G LO S S ARY 
Accruals: Revenue and expenses that are recorded as 
they occur, even though they may not have actually 
been paid. 

Anthrax: An infectious disease caused by Bacillus 
anfhracis Human anthrax has three major clinical 
forms: cutaneous, inhalation and gastrointestinal. 

Amortize: To reduce the value of an asset through 
regular charges to income over time; or to write off 
expenses by prorating them over a period of time. 

Appropriation: Public funds set aside by Congress for 
a specific purpose. 

Ear code: A series of vertical full bars and half bars 
representing the ZIP Code information printed on a 
mailpiece to facilitate automated processing by bar 
code reader equipment. 

Biohazard: A biological material especially if infective, 
that poses a threat to humans or their environment. 

Capitalize: To treat an expenditure as an asset; or to 
compute the present value of a future payment that will 
be paid over a period of time. 

Confirm: A service that allows mailers to identify and 
back their mailpieces by placing a bar code or PLANET 
(Postal Alpha Numeric Encoding Technique) Code on 
the front of their letter or flat. 

Contribution: The difference between the revenue 
from a class of mail and that class's volume-variable 
costs. For example, if a class of mail has revenue of 
$1.5 billion and volume-variable costs of $1 billion, its 
contribution is $500 million, which means that this 
class of mail covers its costs and contributes $500 mil- 
lion to the common costs of all mail services. 

Delivery Confirmation: Delivery Confirmation is a 
special service designed to provide the date of delivery 
or attempted delivery for Priority Mail and Standard 
Mail parcels, hound printed matter and library mail. 

Depreciate: To periodically reduce the estimated value 
of an asset over the c o u m  of its useful life. 

Deputy Postmaster General (DPMG): A member of 
the Board of Governors, jointly appointed by the 
Postmaster General and Governors. 

Direct Mail: A form of advertising often employed by 
businesses to reach targeted groups of potential cus- 
tomers by mail. 

Employment Cost Index (ECI): A national indicator 
of overall employee labor cost and one of the principal 
economic indicators used by the Federal Reserve Bank. 

Equity: The difference between the value of all assets 
less all liabilities. 

Express Mail: The Postal Service's premium delivery 
service, providing guaranteed overnight delivery for doc- 
uments and packages weighing UP to 70 pounds. Both 
domestic and international services are offered. 

First-class Mail: A class of mail including letters, 
postcards, and postal cards, all matter wholly or partial- 
ly in writing or typewriting, and all matter sealed or 
otherwise closed against inspection. 

Fixed Asset: Any tangible property such as buildings, 
machinery and equipment, furniture, and leasehold 
improvements. 

Generally Accepted Accounting Principles (GAAP): 
The rules and procedures of accepted accounting prac- 
tice as defined by the Financial Accounting Standards 
Board. 

Gmss Domestic Product (GDP): The total market 
value of all the goods and services produced in one 
year in the United States. 

Inspector General: The Inspector General is appoint- 
ed by and repolts directly to the Governors of the 
Postal Service and is independent of postal manage- 
ment. The Office of Inspector General (OIG) primarily 
investigates and evaluates programs and operations of 
the Postal Service to ensure the efficiency and integrity 
of the postal system. 

Irradiation: Treatment or therapy by exposure to radi- 
ation. 

Leasehold: An asset that gives the Postal Service the 
right to use property under a lease. 

Lettersbop: A company that personakes, labels, sorts 
and stuffs envelopes in preparation for Standard Mail. 

Liability: Any debt or obligation the Postal Service is 
bound to pay. 

Nitrile Gloves: Industrial strenyth protective hand 
coverings that are highly resistant to a wide range of 
chemicals, abrasions and punctures. 

Periodicals: A class of mail, formerly called second- 
class mail, that consists of magazines, newspapers, and 
other publications. 

Point-of-Service ONE (POS ONE): An electronic 
retail sales device that assists employees with retail 
transactions and provides product inventory and sales 
information. 

Postal Inspection Service: The investigative arm of 
the Postal Service responsible for investigating criminal 
acts involving the mails and misuse of the postal system. 

Postal Rate Commission (PRC): An independent 
federal agency that makes recommendations concern- 
ing Postal Service requests for changes in postal rates 
and mail classifications. 

Postmaster General (PMG): The chief executive 
officer of the Postal Service, appointed by and serving 
at the pleasure of the Governors. 

Present Value: The value today of a future payment 
that is discounted at a stated rate of compound inter- 
est. For example, the present value of $100 that will be 
paid to the Postal Service 10 years from now is about 
$38.55, if we discount that $100 at a rate equal to 10 
percent interest compounded annually. 

Priority Mail: Priority Mail provides two- to three-day 
delivery service. 

Priority Mai l  Global GuaranteedB An alliance with 
OHL Worldwide Express, Inc. providing day-certain' 
delivery guaranteed service to 65 countries around the 
world. 

Processing and Distribution Center (P&DC): A 
large mail-sorting and dispatching plant that serves as 
a hub for mail originating from post offices, collection 
boxes and customer mailboxes, and largevolume mail- 
ers in a designated service area. 

Receivable: Money that is owed to the Postal Service. 

Recognize: To record in Postal Service accounts as 
income or expense. 

Standard Mail :  New name for the bulk advertising 
mail formerly known as Third-Class Mail. 

Tracking: Maintenance of records concerning various 
aspects of mailings such as response rates, mail dates 
and location of respondents. 

U.S. Mail: Any mailable matter that is accepted for 
mail processing and delivery by the Postal Service. 

United States Postal Service (USPS): The succes- 
sor to the Post Office Deparbnent, the USPS was estab- 
lished by the Postal Reorganization Act of July 1, 1971, 
as an independent, sef-supporting federal agency with- 
in the executive branch. 

Universal Sewice: The Postal Service's mandate and 
commitment to the nation to provide mail deliveiy serv- 
ice at uniform and reasonable rates to eveiyone, eveiy- 
where. 

Year: As used in the financial section of this report, 
it means the Postal Service fiscal year, which is the 
12-month period during which the Postal Service 
keeps accounts, beginning October 1 and closing 
September 30. 



The 800,000 men and women of 

the Postal Service perform heroic acts every day. 

They live their lives with duty, honor and pride. 

Some go beyond even that, performing 

acts of special courage or heroism, 

suffering injury or making the ultimate 

sacrifice in service to others. They are awarded 

the Postmaster General's Medal of Freedom. 

Neither snow, nor rain, nor gloom of night, 

nor winds of change, nor a nation challenged 

will stay them from the swift completion of their appointed rounds. 

Ever. 

UNITEDSTATES 
POSTAL SERVICE. 

Thomas L. Moms. Jr 





Since September llth the Postal Service has delivered more than a half billion pieces of mail 
each day to homes and businesses all across America. 

SAFELY. 
In times like these, sometimes the most important thing you can do is your job. 

Want to meet an everyday hero? 

Shake hands with a postal worker. 

This report is printed 
on recycled paper 
wing envimnmentally 
safe inks. 

The Annual Report 01 the United Slates 
Postal Service is published by: 
United States Postal Service 
Public Alfairs 8 Commmications 
475 CEnIant Plaza. SW 
Washington, OC 20260-3100 

We welcome your financial questions 
and comments at: 
United States Postal Service Corporate Accounting 
475 CEnlant Plaza, SW 
Washington, OC 202605241 
Vwil our Annual Report on the web at 
wwwuZs.wm/histolr/anipmt 

USPS eagle symbol and logotype are t a d e m a h  of the United Slates M I  SeMce 


